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DEFINITIONS

In this circular, unless the
have the following meanings:

“Acquisition”

“Acquisition Agreement”

“Acron Group”

“associates”

“Beijing Yong Sheng”

“Best Equity”

“Board”

“Business Day(s)”

“BVI”

“Certain Existing Debts”

“Company”

“Completion™

“Completion Date”

context requires otherwise, the following expressions shall

the acquisition of the entire equity interest in the Target
Company by the Purchaser pursuant to the terms and
conditions of the Acquisition Agreement

the Acquisition Agreement entered into among the
Purchaser, the Vendor and the Target Company dated 3
August 2016 in relation to the Transactions

Public Joint Stock Company Acron, a company
incorporated in Russia Federation and whose shares are
listed on both the Moscow Exchange and the London Stock
Exchange

has the meaning ascribed to it under the Listing Rules

Atk R R EHRAFH E7/~ 7 (Qingdao branch of
Beijing Yong Sheng Feng AMP Co., Ltd*), an Independent
Third Party

Best Equity Holdings Limited, a company incorporated in
the BVI with limited liability and owned as to 47.17% by
Mr. Yang and 52.83% by Ms. Zou Li

the board of Directors

a day (other than Saturdays, Sundays, or public holidays
and such other days where a “black” rainstorm warning or
a tropical cyclone warning signal number 8 or above is in
force in Hong Kong), on which licensed banks in Hong
Kong are open for business throughout their normal
business hours

British Virgin Islands

the debt owing by Hongri Acron to Beijing Yong Sheng, in
the aggregate amount of RMB20,300,000.00

Century Sunshine Group Holdings Limited, a company
incorporated in the Cayman Islands with limited liability,
whose issued Shares are listed on Main Board of the Stock
Exchange (Stock Code: 509)

completion of the Acquisition in accordance with the terms
and conditions as set out in the Acquisition Agreement

the date of Completion



DEFINITIONS

“connected person(s)”
“Consideration™
“controlling shareholder(s)”
“Director(s)”

“EGM”

“Enlarged Group”

“Financial Assistance”

“Group”

“Group Sense”

“HK$’7

“Hong Kong”

“Hongri Acron™

“Hongri Acron Group™

has the same meaning ascribed to it in the Listing Rules
the total consideration for the Acquisition

has the same meaning ascribed to it in the Listing Rules
the director(s) of the Company

the extraordinary general meeting of the Company to be
convened to consider and, if thought fit, approve, among
others, the entering into of the Acquisition Agreement and
the Transactions by the Independent Shareholders

the Group, as enlarged by the Target Group

the financial assistance to be given to the Target Group by
the Purchaser pursuant to the terms of the Acquisition
Agreement, the details of which are disclosed in the section
headed “The Acquisition and the Financial Assistance —
Financial Assistance” in the section headed “Letter From
The Board” contained in this circular

the Company and its subsidiaries

Group Sense (International) Limited, a company
incorporated in Bermuda with limited liability, whose
issued Shares are listed on Main Board of the Stock
Exchange (Stock Code: 601) and a non-wholly owned
subsidiary owned by the Company as to approximately
51.88% as at the Latest Practicable Date

Hong Kong dollar, the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the
People’s Republic of China

LI BRAL H By RAk T 45 A FR/2 F] (Shandong Hongri Acron
Chemical Joint Stock Company, Ltd.*), a joint stock limited
company established under the laws of the PRC

Hongri Acron and its subsidiaries
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“Independent Financial
Adviser”

“Independent Shareholders™

“Independent Third Party(ies)”

“Latest Practicable Date”

“Linyi Ding Rui”

“Linyi Luo Zhuang”

“Listing Rules”

“Long Stop Date”

“Mr. Yang”

TC Capital International Limited, a corporation licensed to
carry out Type 1 (dealing in securities) and Type 6
(advising on corporate finance) regulated activities under
the SFO, being the independent financial adviser to the
Independent Board Committee and the Independent
Shareholders in respect of the terms of the Acquisition
Agreement and the Transactions

the Shareholders other than Mr. Yang, Ms. Zou Li and their
respective associates

independent third party(ies) who is/are not connected
person(s) of the Company and is/are independent of and not
connected with the Company and/or any of directors, chief
executive, controlling shareholders and substantial
shareholders of the Company or any of its subsidiaries or
their respective associates

23 September 2016, being the latest practicable date prior to
the printing of this circular for ascertaining certain
information contained herein

s T S B M A PR/~ A (Linyi Ding Rui Construction
Materials Company Limited*), a limited liability company
incorporated under the laws of the PRC and a direct wholly-
owned subsidiary of Hongri Acron

g U7 T A I R E MBS A BR A W] (Linyi City — Luo
Zhuang Qu Antai Real Estate Service Company Limited*),
a limited liability company incorporated under the laws of
the PRC and a direct wholly-owned subsidiary of Hongri
Acron

the Rules Governing the Listing of Securities on the Stock
Exchange

2 August 2017 (or such later date as the parties to the
Acquisition Agreement may agree in writing)

Mr. Yang Yuchuan, a former executive Director who
resigned on 4 August 2016
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“Notice”

“PRC”

“Previous Vendor”

“Purchaser”

“Purchaser’s Director”

“Relocation Order”

“RMB L3

“Sale Shares”

“Shandong Zhongfu”

“SFO”

“Share(s)”

“Shareholder(s)”

“Stock Exchange”

the notice titled B ENEE T i b e 36 3€ TR
Wt | B ZMWAA)) (Notice regarding Publication
of Implementation Proposal of “Retreating from the City
and Entering into Gardens” by Industrial Enterprises in the
City Centre of Linyi*) issued by Ut A RBUNHEA =
(Linyi Municipal People’s Government Office*) dated 2
July 2015

the People’s Republic of China which, for the purposes of
this circular, excludes Hong Kong, the Macau Special
Administrative Region of the People’s Republic of China
and Taiwan

Limited Liability Company Trustservice, a company
existing under the laws of the Russian Federation and
owned by the Acron Group

Long Xiang Enterprises Limited, a company incorporated in
the BVI with limited liability and a direct wholly-owned
subsidiary of the Company

such person as may be nominated by the Purchaser to be
appointed as a director of each member of Target Group
pursuant to the Acquisition Agreement

any order or notice requesting Hongri Acron to move out
from its current premises, cease production or operation

Renminbi, the lawful currency of the PRC

23,000,001 ordinary shares with par value of US$1.00 each
in the share capital of the Target Company

R EILIEAFR/AF (Shandong Zhongfu Compound
Fertilizers Company Limited*), a limited liability company
incorporated under the laws of the PRC and a direct wholly-
owned subsidiary of Hongri Acron

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong)

share(s) of HKS$0.02 each in the share capital of the
Company

shareholder(s) of the Company

The Stock Exchange of Hong Kong Limited
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s

Acronagrotrans Ltd., a private company limited by shares
and registered under the laws of the Republic of Cyprus

“Target Company’

“Target Group™ The Target Company and its subsidiaries

“Transactions” the transactions contemplated under the Acquisition
Agreement, including the Acquisition and the Financial
Assistance

“US$” United States Dollars, the lawful currency of the United

States of America

“Vendor” Prosperous Rich Holdings Limited, a company incorporated
in the BVI with limited liability and is wholly-owned by
Best Equity

“% per cent

For the purposes of this circular, the exchange rates of (i) RMB1.00 = HK$1.17 and (ii)
US$1 to HK$7.76 have been used, where applicable, for illustration purposes only and do not
constitute representations that any amount has been, could have been or may be exchanged at
such rates or any other rates or at all on the date or dates in question or any other date.

* In this circular, the English translation of certain Chinese names, entities and addresses is included for
information purpose only and should not be regarded as official English translation of such Chinese names,
entities and addresses.
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CENTURY SUNSHINE GROUP HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

(Stock Code: 509)

Executive Directors: Registered Office:
Chi Wen Fu Cricket Square
Shum Sai Chit Hutchins Drive
Chi Bi Fen P.O. Box 2681
Grand Cayman, KY1-1111
Non-executive Directors Cayman Islands

Guo Mengyong
Head office and principal place

Independent non-executive Directors
Kwong Ping Man

Sheng Hong

Lau Chi Kit

To the Shareholders

Dear Sir/Madam,

of business:
Unit 2605, 26th Floor
25 Harbour Centre
Harbour Road
Wanchai
Hong Kong

27 September 2016

MAJOR AND CONNECTED TRANSACTION IN RESPECT OF
THE PROPOSED ACQUISITION OF 50.5% EQUITY INTEREST
IN SHANDONG HONGRI ACRON CHEMICAL
JOINT STOCK COMPANY, LTD

PROVISION OF FINANCIAL ASSISTANCE

INTRODUCTION

Reference is made to the announcement of the Company dated 3 August 2016 in relation
to (i) the Acquisition Agreement entered into among the Purchaser, the Vendor and the Target
Company, pursuant to which the Purchaser conditionally agreed to buy, and the Vendor
conditionally agreed to sell the entire equity interest in the Target Company at the cash
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consideration of US$1 (equivalent to approximately HK$7.76) in accordance with the terms
and conditions thereto; and (ii) pursuant to the Acquisition Agreement, the Purchaser
conditionally agreed to procure the Financial Assistance to the Target Group for the working
capital of the Target Group’s fertilizer business.

The purpose of this circular is to provide you with, among other information, (i) further
details of the Acquisition, including the Acquisition Agreement and the Financial Assistance;
(i1)) the recommendations of the Independent Board Committee to the Independent
Shareholders; (iii) the letter from the Independent Financial Adviser containing its advice to
the Independent Board Committee and the Independent Shareholders; (iv) the financial
information of the Group; (v) the accountants’ report of the Target Group; (vi) the unaudited
pro forma financial information of the Enlarged Group; and (vii) the notice of the EGM and
other information in accordance with the requirements of the Listing Rules.

THE ACQUISITION AND THE FINANCIAL ASSISTANCE
The principal terms of the Acquisition Agreement are as follows:
The Acquisition Agreement

Date: 3 August 2016 (after trading hours)
Parties: (1) the Purchaser

(i) the Vendor, a company incorporated in the BVI with limited
liability, which is indirectly owned by Mr. Yang, a Director
until 4 August 2016, as to 47.17% and is thus a connected
person of the Company under the Listing Rules

(iii) the Target Company
Subject Matter

Pursuant to the Acquisition Agreement, the Purchaser conditionally agreed to acquire
and the Vendor conditionally agreed to sell the Sale Shares, representing the entire issued
share capital in the Target Company. Further information regarding the Target Group is
set out in the paragraph headed “Information on the Target Group” below.

The Sale Shares were acquired by the Vendor from the Previous Vendor, at the
consideration of US$1 (equivalent to approximately HK$7.76). To the best of the
Directors’ knowledge, information and belief having made all reasonable enquiries, the
Previous Vendor, being the shareholder of the Target Company prior to the completion of
the said acquisition, and its shareholder, the Acron Group are Independent Third Parties.
The said acquisition was completed on 2 August 2016 and the Vendor has become the
legal and beneficial owner of the Sale Shares.
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Negotiations among the Company, the Vendor and the Previous Vendor

The Company had preliminary contacts with the Previous Vendor regarding the
possibility of acquiring the entire interest in the Target Company. As the acquisition
would constitute a major transaction of the Company under Chapter 14 of the Listing
Rules, completion of the acquisition shall be conditional upon the Company having
complied with the requirements of the Listing Rules and the Stock Exchange (including
but not limited to publishing the relevant announcement and/or circular and having
obtained the Shareholders’ approval in relation to the acquisition). Accordingly, such
conditions precedent must be stipulated in the sale and purchase agreement in order for
the Company to comply with the Listing Rules in respect of the acquisition.

However, the Previous Vendor did not agree that (i) the completion would be subject
to the compliance with the publication of the relevant announcement and/or circular under
the Listing Rules and the Shareholders’ approval at the general meeting of the Company
which would prolong the completion of the acquisition; and (ii) the acquisition might not
proceed because of non-fulfillment of such conditions precedent.

To resolve the deadlock and to facilitate the acquisition of the entire interest in the
Target Company by the Purchaser, Mr. Yang, being an executive Director at the relevant
time, procured the Vendor to enter into a sale and purchase agreement on 22 July 2016
with the Previous Vendor on substantially the same terms and conditions as those of the
Acquisition Agreement (except for the provision of the Financial Assistance, which was
agreed between the Purchaser and the Vendor in consideration of the current financial
position of the Target Group) to acquire the entire issued share capital of the Target
Company at the cash consideration of US$1 (equivalent to approximately HK$7.76) and
meanwhile, the Vendor entered into negotiations with the Company for the sale of the
Target Company to the Company. As advised by the Vendor, the Vendor undertakes to
the Previous Vendor to procure the repayment of Certain Existing Debts by Hongri Acron
as defined in the paragraph headed ‘““Certain Existing Debts” below.

Consideration

The consideration of the Acquisition of US$1 (equivalent to approximately HK$7.76)
shall be payable by the Purchaser at Completion.

Basis of Consideration

The Consideration was determined based on arm’s length negotiations between the
parties with reference to the operating and financial performance as well as the future
prospects of the Target Group. When determining the Consideration, the Company has
taken into account:

(i) Hongri Acron’s market position in the fertilizer business and the brand strength
of its products as disclosed in the paragraph headed “Hongri Acron and its
subsidiaries” under the section headed ‘“Information on the Target Group” in
this letter;
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(ii) the operating synergies and potential business growth by the expansion of the
production capacity and sales network to be realised from the Acquisition;

(iii) the net liabilities position of the Hongri Acron Group as at 30 June 2016;

(iv) historical revenues and earnings of the Hongri Acron Group as stated in this
letter, in particular that Hongri Acron had a strong revenue base and had
recorded losses consecutively for the past few years were mainly due to the
business interruption in 2015 and 2016 as well as the impact of assets
impairment and corporate guarantees as further explained in the section headed
“Financial Information of the Target Group™ in this letter;

(v) the Financial Assistance to be procured by the Purchaser; and

(vi) the strategic benefits of the Acquisition as discussed in the paragraph headed
“Reasons for and benefit of the Transactions™ in this letter.

The Directors (including the independent non-executive Directors after taking into
account the opinion and advice from the Independent Financial Adviser) are of the view
that the Consideration is fair and reasonable and in the interest of the Company and the
Shareholders as a whole. The Company intends to satisfy the Consideration by utilizing
the internal resources of the Group.

Certain Existing Debts

Pursuant to the Acquisition Agreement, subject to Completion taking place, the
Purchaser undertakes to use reasonable efforts to procure Hongri Acron or its subsidiaries
to repay the outstanding balance of the Certain Existing Debts which represent the refund
of prepayment for goods from Hongri Acron to Beijing Yong Sheng, a customer of
Hongri Acron, in an aggregate amount of RMB20,300,000 by not later than 25 December
2016. In the event that the outstanding balance of the Certain Existing Debts is not fully
repaid on or prior to 25 December 2016, the Purchaser shall procure the provision of
Financial Assistance for the repayment of the outstanding balance of the Certain Existing
Debts by not later than 30 December 2016.

The amount of the Certain Existing Debts is final and non-interest bearing and shall
not be adjusted by any interest or penalty accrued or paid.

Financial Assistance

In light of the current financial position of the Target Group, in connection with the
Acquisition, the Purchaser has conditionally agreed to use reasonable efforts to assist the
Target Group to procure financing for the working capital of the Target Group’s fertilizer
business.

Pursuant to the Acquisition Agreement, the Purchaser, subject to the fulfillment of
condition (b) as disclosed in the paragraph headed “Conditions Precedent” below, agrees
to use reasonable efforts to assist the Target Group to procure financing from banks and
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financial institutions and/or shall provide any forms of guarantee or securities (upon
request by such banks and financial institutions) in aggregate loan amount not exceeding
RMB250,000,000 (equivalent to approximately HK$292,500,000) provided that, among
others, all the proceeds from the financing procured by the Purchaser shall be solely used
by the Target Group for the working capital of the Target Group’s fertilizer business
including the repayment of Certain Existing Debts by not later than 25 December 2016
but not for any other purpose.

The Acquisition Agreement also provides that, all the costs and expenses incurred by
the Purchaser in procuring such financing shall be borne by the Target Group, and the
Target Group shall be liable to the Purchaser for all the debts and financial obligations
under the relevant financing arrangement including the Financial Assistance. The Target
Company and the Vendor shall procure the Target Group to repay all such outstanding
loans and interests pursuant to the terms of such financing documents or upon demand of
repayment by the banks or financial institutions, and the Target Company shall indemnify
the Purchaser against any losses or damages suffered by it pursuant to arising out of any
breach of the financing documents by the Target Group in respect of the Financial
Assistance.

In consideration of the Purchaser agreeing to procure the Financial Assistance, each
of the Vendor and the Target Company undertakes to the Purchaser, from the date of the
Acquisition Agreement until the date of Completion or the Long-Stop Date, whichever
occurs earlier as follows:

(i) procure Hongri Acron to pledge its products brands to the Purchaser and/or the
banks and financial institutions (if required by such banks and financial
institutions) as security for the financing arrangement in connection with the
Financial Assistance;

(ii) appoint or procure the appointment of the Purchaser’s Director within 5
Business Days from the date of the Acquisition Agreement such that the
Purchaser shall control the majority of the seats of the board of directors of all
members of the Target Group; and

(iii) none of the members of the Target Group shall take, permit to occur, approve,
authorize or agree or commit to do, and each of the Vendor and the Target
Company shall ensure that each of the members of the Target Group will not
take, permit to occur, approve, authorise, or agree or commit to do, whether in a
single transaction or a series of related transactions, whether directly or
indirectly, and whether or not by amendment, merger, consolidation, scheme of
arrangement, amalgamation, or otherwise, any other action, including but not
limited to, (i) borrowing or otherwise raising money or incur any indebtedness
(save for certain exceptions); (ii) selling or otherwise disposing of the business/
assets owned by the Target Group (save for certain exceptions); or (iii)
cessation or material change of the Target Group’s existing business without the
prior written consent of the Purchaser or a Purchaser’s Director.

- 10 -
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Conditions Precedent

The Completion is subject to the satisfaction or waiver (as the case may be) of,
among other things, the following conditions precedent:

(a)

(b)

(©)

(d)

(e)

®

(2)

(h)

Due Diligence: the Purchaser having been satisfied with the results of such
enquiries, investigations and due diligence reviews of the business, affairs,
operations and financial position of the Target Group by the Purchaser or any of
its officers, employees, agents, professional advisers or other agents as the
Purchaser in its discretion deems necessary, desirable or appropriate to
undertake;

Shareholders’ Approval: the approval by the Shareholders at the EGM of the
entering into of the Acquisition Agreement, the provision of the Financial
Assistance and all other transactions contemplated under the Acquisition
Agreement, having been obtained, all in accordance and compliance with the
Listing Rules;

Corporate Approval: all corporate approvals required for the Acquisition and the
execution and performance of the Acquisition Agreement by the Purchaser
having been obtained;

Warranties: the warranties contained in the Acquisition Agreement remaining
true and accurate in all respects and not misleading in any respect as of the date
of Completion by reference to the facts and circumstances then subsisting;

No Prohibitive Action: no notice, order, judgment, action or proceeding of any
court, arbitrator, authority, statutory or regulatory body having been served,
issued or made which restrains, prohibits or makes unlawful any transaction
contemplated by the Acquisition Agreement or which is reasonably likely to
materially and adversely affect the right of the Purchaser to own the legal and
beneficial title to the Sale Shares, free from encumbrances, following the date
of Completion;

Waiver of Pre-emption: the waiver of pre-emption or similar right (if any) with
respect to the transfer of the Sale Shares as contemplated under the Acquisition
Agreement having been obtained;

Approvals: all necessary approvals and consents required to be obtained by any
member of the Target Group from any authority or other third party in respect
of the Acquisition Agreement and the transactions contemplated thereunder
having been obtained unconditionally and irrevocably, or where such approval
or consent is given subject to conditions, on such conditions as are acceptable
to the Purchaser;

Compliance: the Vendor having complied with all its obligations under the
Acquisition Agreement which are required to be complied with before
Completion; and

- 11 -
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(i) No Material Adverse Effect: there has been, in the reasonable opinion of the
Purchaser, no material adverse effect and no event, fact or matter has occurred
or is likely to occur which may give rise to a material adverse effect.

Pursuant to the Acquisition Agreement, conditions (b), (¢) and (f) cannot be waived.

As at the Latest Practicable Date, none of the conditions precedent to the completion
of the Acquisition had been fulfilled.

Completion

Completion shall take place on the fifth (5th) Business Day after all the conditions
precedent to the Acquisition Agreement have been fulfilled (or waived, where applicable)
to the satisfaction of the Purchaser or such other day which is a Business Day to be
agreed in writing by the Vendor and the Purchaser.

Upon Completion, the Company will own the entire equity interest in the Target
Company, and will indirectly own approximately 50.5% equity interest in Hongri Acron
and each of Shandong Zhongfu, Linyi Luo Zhuang and Linyi Ding Rui. The financial
results, assets and liabilities of the Target Group will be consolidated into the accounts of
the Group after Completion.

- 12 —
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The following charts demonstrate the simplified shareholding structure of the Target
Group (a) as at the Latest Practicable Date; and (b) immediately following Completion:

(a) As at the Latest Practicable Date

Mr. Yang Ms. Zou Li
47.17% 52.83%
Best Equity
100%
Vendor
(o s
AHIREAEL T REFE A FRA T
100% (Linyi Zhong (Shandong Luxin
Tai Chemical International Economic
Co., Ltd*) Co., Ltd*)
Target Company Individuals
50.5% 7.5% 7% 35%
Hongri Acron and its subsidiaries
(b) Immediately following Completion
The Company
100%
The Purchaser
T AR T LU
ARFAHEAT REFEHL A FRA T
100% (Linyi Zhong (Shandong Luxin
Tai Chemical International Economic
Co., Ltd*) Co., Ltd*)
The Target Company Individuals
50.5% 7.5% 7% 35%
Hongri Acron and its subsidiaries

— 13 -
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INFORMATION ON THE PARTIES
The Company and the Group

The principal business activity of the Company is investment holding and the Group is
principally engaged in the fertilizer business, magnesium product business and metallurgical
flux business.

The Purchaser

The Purchaser is an investment holding company incorporated in the BVI with limited
liability and a direct wholly-owned subsidiary of the Company.

The Vendor

Prosperous Rich Holdings Limited is an investment holding company incorporated in the
BVI with limited liability. The Vendor is wholly-owned by Best Equity, a company owned as
to 47.17% by Mr. Yang, who was a Director until 4 August 2016.

INFORMATION ON THE TARGET GROUP
The Target Company

The Target Company is a private company limited by shares and registered under the laws
of the Republic of Cyprus. The principal activity of the Target Company is investment holding.

Hongri Acron and its subsidiaries

Hongri Acron is a joint stock limited liability company incorporated in the PRC and is
principally engaged in the fertilizer business in the PRC. Hongri Acron is owned as to (i)
50.5% by the Target Company; (ii) 7.5% by T &L THRFIEA R (Linyi Zhongtai
Chemical Co., Ltd.*), an Independent Third Party; (iii) 7% by 11| H &5 BB LA A TR A
7] (Shandong Luxin International Economic Co., Ltd.*), an Independent Third Party; and (iv)
35% by individuals, who are, to the best knowledge of the Company, Independent Third
Parties.

Hongri Acron, formerly known as Shandong Hongri Chemical Joint Stock Company, Ltd.
(m%?lﬁﬁtiﬂﬁﬁj\ﬁ@/&ﬁj), was established in 1965. In 2002, Acron Group, a renowned
fertilizer producer in Russia and worldwide and whose shares are listed on both Moscow
Exchange and the London Stock Exchange, invested in Hongri Acron. The Hongri Acron
facility was one of the three production facilities of Acron Group in the world and mainly
produced compound fertilizers for the PRC market.

Compound fertilizer is a kind of fertilizer with several mineral elements and nutrients that
the crops require. In general, the primary elements contained in compound fertilizer are
nitrogen (N), phosphorus (P) and potassium (K). Compound fertilizer can be used for fertilizer
of many crops in China such as wheat, paddy rice, sweet corn, cotton, soybean and peanut.
Compound fertilizer has balanced nutrient and high fertilizer efficiency, and also improves soil
environment, crop quality, disease resistance and resistance of crop gene reverse function.

— 14 -
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Hongri Acron’s plant and production facilities are located at the premises in Linyi City,
Shandong Province, the PRC with a total area of approximately 632,000 square metres. As at
the Latest Practicable Date, it has in place 9 major production lines, for processing and
production of compound fertilizers with aggregate annual production capacity of approximately
820,000 tonnes. Hongri Acron is one of the leading compound fertilizer producers in the PRC.
Hongri Acron process 5 self-invented patents in relation to fertilizers production technology,
which allow Hongri Acron to develop various types of compound fertilizers that combine high
efficient sources of N, P and K and are suitable for different climates, soil types and planting
practices in the PRC. In addition, its principal product brands, namely ¥fif% X (Yanyangtian*)
and B /4L (Dongfanghong*) are known by growers in China for their consistent quality to
improve crop quality and yield.

Due to branding and product quality of Hongri Acron, the market demand for its products
are strong with sales volume of approximately 737,000 tonnes, 614,000 tonnes and 245,000
tonnes for the years ended 31 December 2014, 2015 and for the six months ended 30 June
2016 and the average selling prices of its products remained relatively stable at approximately
RMB2,233, RMB2,246 and RMB2,112 for the respective years/period despite the overall
decrease in the commodity prices in China in recent years. The decrease in sales volume for
the year ended 31 December 2015 and for the six months ended 30 June 2016 was mainly due
to the business interruption as disclosed in the below paragraphs headed “Business interruption
— suspension of production in 2015 and temporary reduction of production capacity in 2016”.

All the products of Hongri Acron are sold in China and the end customers are farmers and
plantations. Currently, Hongri Acron sells its products through its own sales and marketing
teams as well as third party distributors in China, covering 29 provinces and autonomous
regions including Shandong, Hebei, Heilongjiang, Jilin, Liaoning and Inner Mongolia, etc..
Hongri Acron has approximately 200 sales professionals and an extensive sales distribution
network, including 8 regional offices and 31 trade offices across China. It is also a common
practice in the industry to sell products through a network of distributors due to their
geographical proximity to the end customers.

Business interruption — suspension of production in 2015 and temporary reduction of
production capacity in 2016

Hongri Acron had suspended production in March 2015 upon receiving the Suspension
Notice (as defined below) after the environmental inspection of the industrial areas in Linyi
City by the local authorities and gradually resumed full production from April 2015 to
November 2015.

On 27 March 2015, Hongri Acron received the notice < B i3 11 B AL H Bl fEAbL T3 i
Uy BRZA 7B 45 2y B 48 K1 ) (Notice regarding Suspension of Production of Hongri
Acron*) issued by FEALIE AN RET (Luozhuang Qu People’s Government*) to order Hongri
Acron to suspend the production until the completion of examination and acceptance
procedures in respect of the environmental and waste treatment improvements by the
environmental authorities (the “Suspension Notice”). On 24 April 2015, 15 May 2015, 28
July 2015 and 23 November 2015, Luozhuang Qu People’s Government issued <A A & 1L
FRAT H B B A LA BRI IR AE ~ = Ml A4 28 1 A1) (Notice regarding the Consent
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of Trial Production of Compound Fertilizer and the Furnace of Three Wastes by Hongri
Acron®), I AR 2 L SRAL H B R AL TR (A R IR 6 8 — 20 R (1#—44) ~ B R 20 ORI B2
o3 e AR FE B 4 K1) (Notice regarding the Consent of Trial Production of Compound Fertilizer
Branch Factory (1#-4#), Sulfric Acid Branch Factory and Ammonia Branch Factory of Hongri
Acron®),  CBRFA A B L ACAL BB AL T 6y A RS ] 6 8 — 20 i (S#—6#) sl 2 /2 1978
M) (Notice regarding the Consent of Trial Production of Compound Fertilizer Branch Factory
(5#-6#) of Hongri Acron*) and B[R] LA H BT AL T RS wl i R 2 & BH s 1Y
H’H1) (Notice regarding the Consent of Production Operation of the Sulfric Acid Equipments*)
respectively for the production resumption approval of Hongri Acron.

Based on the above notices issued by Luozhuang Qu People’s Government, Hongri Acron
submitted the environmental inspection and acceptance reports (the “Inspection Reports’) on
25 May 2015, 21 July 2015, 11 August 2015 and 4 December 2015 respectively to the relevant
environmental authority but Hongri Acron has yet to receive any reply from the authority in
respect of the Inspection Reports. Based on the discussion between the Company’s PRC
lawyers and Hongri Acron, Hongri Acron confirmed that there has been no further notice of
suspension or environmental improvement from the Luozhuang Qu People’s Government or
other local governmental authorities since the submissions of the Inspection Reports by Hongri
Acron.

Based on the advice from the PRC legal advisers, the relevant environmental authority
may or may not issue a receipt of the Inspection Reports received and in practice, this could be
understood as Hongri Acron shall face no major legal obstacle in production if (i) the
Inspection Reports demonstrate that Hongri Acron fulfills the relevant environmental
requirements and (ii) there is no further notice regarding the suspension from the local
government or the aforesaid authority.

In early 2016, Hongri Acron decided to temporarily reduce production to approximately
20% of the plant capacity due to the lack of liquidity to maintain its operation following the
said suspension. It is the Group’s intention to procure Hongri Acron to resume full production
as soon as possible and the Directors and the senior management of Hongri Acron have already
formulated plans to resume the normal capacity of fertilizers production.

On 18 August 2016, Hongri Acron convened a ceremony, which was attended by the
government officials of Linyi City and the Company, to mark the production resumption of
Hongri Acron and it had since resumed its production capacity from about 40% on 18 August
2016 to about 60% as at the Latest Practicable Date. It is expected to return to approximately
70% to 80% of capacity utilization by the end of 2016 and full production in 2017 based on
the production plans of Hongri Acron reviewed by the technical team of the Company. The
Directors will continue to monitor the production progress of Hongri Acron and will conduct a
review with senior management of Hongri Acron on the business activities of the Target Group
for the purpose of formulating business plan and strategies for improving productivity as well
as future business development of the Target Group upon Completion.

Based on the PRC legal opinion obtained by the Company, Hongri Acron has the
necessary approval and permits for its business and Hongri Acron shall face no major obstacle
in resuming its full production from the legal perspective.
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Expiration of Environmental Permits

As disclosed in the announcement dated 4 August 2016, it had come to the attention of
the Directors during the Company’s due diligence on the Target Group that some of the permits
and licenses regarding the production and processing of fertilizers and the related materials,
which include pollutants discharge permit and the production licenses of sulfuric acid and
ammonia, both are raw materials for the production of the fertilizers, had expired.

(i) Pollutants discharge permit
Hongri Acron has obtained the pollutants discharge permit on 7 September 2016.
(ii) Production licenses of sulfuric acid and ammonia

The senior management of Hongri Acron advised the Company’s legal advisers that
Hongri Acron has applied to the relevant government authorities for the extension of the
renewal application of the production licenses for sulfuric acid and ammonia due to the
suspension of production of these materials. Hongri Acron has yet to receive any reply from
the relevant authorities as at the Latest Practicable Date on its renewal application. As advised
by the senior management of Hongri Acron, the production of these two materials has been
suspended due to low cost effectiveness and these two materials are currently sourced from
independent suppliers with lower cost than self production.

Sulfric acid and ammonia together accounted for approximately 3.2% of the costs of
goods for fertilizer products sold by Hongri Acron for the year ended 31 December 2015. As
advised by Hongri Acron, it is more cost-effective to source these two materials from
independent suppliers than self production. Subject to the review by the Directors on the cost
effectiveness of the production of these two materials upon completion of the Acquisition, it is
the intention of the Company and Hongri Acron to continue to source these two materials from
independent suppliers irrespective of whether the valid licenses will be granted and the absence
of the production licences would not cause any material impact to the resumption of the full
plant capacity. The Group will ensure compliance with the relevant rules and requirements if
Hongri Acron decides to resume production of these materials in the future.

As advised by Hongri Acron and to the best knowledge of the Directors, Hongri Acron
has complied with the environmental regulation requirements for its current production
operations.

Government relocation plan

The principal operation of Hongri Acron located in Linyi City may be affected by the
relocation plan. On 2 July 2015, ERUTH ARBUFIFAZE (Linyi Municipal People’s
Government Office*) issued the Notice in respect of (A) the closure and relocation of (i)
chemical companies which are within the city center and did not complete the formalities or
comply with the environmental standards by the end of 2015; and (ii) chemical companies
which are not within the planned industrial area and did not comply with the environmental,
health and safety standards by the end of 2017; and (B) relocation of all chemical companies
by 2020.
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Hongri Acron was originally listed as one of the companies to be relocated in 2016 but
was later permitted to postpone its relocation, which is now scheduled to start in 2018 and to
complete by 2020 pursuant to the CEfUTHT A RBUN &4 2) (Minutes of Meeting of Linyi
Municipal People’s Government*) dated 16 October 2015.

Based on the legal opinion of the Company’s PRC legal advisers, it is a common practice
in the PRC for the government to negotiate with the affected entities regarding the relocation.
Such proposed relocation will be then commenced based on the negotiation results and the
relevant requirements. As confirmed by Hongri Acron, there was no discussion between Hongri
Acron and the local government in respect of the relocation as at the Latest Practicable Date.

To the best knowledge of the Directors, (i) Hongri Acron intends to continue its principal
operation in its current premises until and unless it has received a Relocation Order; (ii) Hongri
Acron has not yet received any Relocation Order; and (iii) Hongri Acron is improving the
environmental, health and safety standard of its production premises and will liaise with Linyi
Municipal People’s Government Office to obtain extension of the above relocation deadline
from the Notice when the relocation negotiation commences.

In addition, the Directors noted that in accordance with the <BEA LM 5 &= B0 EL#H
fEW ) (Regulation on the Expropriation of Buildings on State-owned Land and
Compensation*) issued by the State Council of the PRC in 2011, there will be compensation
from the city and county people’s governments to the affected entity and such compensation to
be paid by the city and county people’s governments to the affected entity shall include the
compensation for (a) the value of the houses to be expropriated; (b) relocation and temporary
resettlement arising from the house expropriation; and (c) losses arising from production and
business suspension caused by the house expropriation. The Company will ensure that, subject
to Completion, the Group would arrange for relocation of Hongri Acron’s principal operation
site including the fixed assets of Hongri Acron to other premises of the Group (i.e. the Group’s
production base in Jiangxi Province, the PRC) in the event that a Relocation Order is issued.
As disclosed in the annual report of the Company for the year ended 31 December 2015, the
Group intends to build a new production line with annual capacity of 1.4 million tonnes on its
newly acquired land in Ruichang City, Jiangxi Province, the PRC in the next few years.

The relocation cost cannot be estimated precisely at the present time. However, given (i)
it is a common practice for the government to negotiate with the affected entities regarding the
relocation based on the legal opinion obtained by the Company; (ii) the local government has
yet to commence negotiation with Hongri Acron and if the negotiation commences, Hongri
Acron and the Directors will negotiate with the local government for the extension of the
relocation deadline; (iii) Hongri Acron will assert its legal rights under the PRC law to have
reasonable compensation for relocation from the government; and (iv) the Group is able to
relocate Hongri Acron’s business to the Group’s expanded production base in Jiangxi Province,
the PRC in the event of the receipt of the Relocation Order, the Directors considered that the
relocation including the cost of relocation will not materially affect the operation and financial
position of Hongri Acron and the Enlarged Group in long-term. The Directors believe that
Hongri Acron is able to negotiate with the local government for the extension of relocation
schedule.
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Subsidiaries of Hongri Acron

As at the Latest Practicable Date, Hongri Acron directly held 100% equity interests in
each of Shandong Zhongfu, Linyi Luo Zhuang and Linyi Ding Rui.

Shandong Zhongfu is a limited liability company incorporated under the laws of the PRC
which is principally engaged in the production and sales of fertilizers. Linyi Luo Zhuang is a
limited liability company incorporated under the laws of the PRC which is principally engaged
in property management service. Linyi Ding Rui is a limited liability company incorporated
under the laws of the PRC which is principally engaged in the production and sales of land

plaster and cement products.

Shandong Zhongfu is currently inactive and both Linyi Luo Zhuang and Linyi Ding Rui

are in the process of deregistration.

FINANCIAL INFORMATION OF THE TARGET GROUP

(i) The Target Company

The Target Company is an investment holding company with no operation and material

asset and liability.

(ii) Hongri Acron Group

The financial information, which is extracted from the consolidated financial statements of
Hongri Acron Group prepared in accordance with the Hong Kong Financial Reporting
Standards, for the two years ended 31 December 2014 and 2015 and the six months ended 30

June 2016 is set out below:

For the
six months
ended For the years ended
30 June 31 December 31 December
2016 2015 2014
HK$’000 HKS$’000 HK$’000
(audited) (audited) (audited)
(Approximate) (Approximate)  (Approximate)
Revenue 466,475 1,779,527 2,146,724
Loss before income tax expense 135,864 133,530 34,259
Loss for the year/period 135,864 133,531 34,261
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As at As at
30 June 31 December 31 December
2016 2015 2014
HK$’000 HK$’000 HK$’000
(audited) (audited) (audited)

(Approximate) (Approximate)  (Approximate)

Net current liabilities 686,975 579,799 398,270
Net assets/(liabilities) (87,022) 47,547 185,627

To the best knowledge of the Directors, the accounting policies adopted by Hongri Acron
in preparing the consolidated financial statements of the Hongri Acron Group as set out in
Appendix II to this circular are consistent with the accounting policies adopted by the Group.

As advised by the management of Hongri Acron, the expected capital expenditure for the
business of Hongri Acron for the year ending 31 December 2016 is estimated to be
approximately RMB3,000,000, which is expected to be financed by internal resources.

Corporate guarantees

Based on the accountants’ report of the Hongri Acron Group as set out in Appendix II to
this circular, the Target Group recognised (i) loss on fair value of the corporate guarantees of
approximately HK$28,672,000 and HK$67,556,000 for each of the year ended 31 December
2013 and 31 December 2014; and (ii) reversal of fair value loss of the corporate guarantees of
approximately HK$25,719,000 and HK$21,884,000 for each of the year ended 31 December
2015 and the six months ended 30 June 2016. As at 31 December 2015 and 30 June 2016, the
corporate guarantees were provided by Hongri Acron for each of HERLVT SR 4EEARAF
(Huasheng Jiangquan Group Co. Ltd.*, “Huasheng”) and its subsidiaries, namely, [ T 4% £
LB IR/ F (Linyi Yehua Company Limited*, “Linyi Yehua™) and 75 R & A BRA A
(Linyi Mengfei Commercial Company Limited*, “Linyi Mengfei”) and {735 H T A RA
A (Linyi Meilian Zhonggong Co. Ltd*, “Linyi Meilian”), all of which are Independent Third
Parties and were introduced by banks to Hongri Acron.

As advised by Hongri Acron, as the banks in China usually request guarantees for the
bank loans, Hongri Acron has acted as the guarantors for the banking facilities granted to some
large independent companies in Linyi City and in return, such companies also guarantee the
payment of loans under banking facilities granted to Hongri Acron. Based on the due diligence
performed by the Company, both Huasheng and Linyi Meilian are large and reputable
companies in Linyi City.
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Set out below are details of the corporate guarantees provided by Hongri Acron for
Huasheng and Linyi Meilian as at the Latest Practicable Date.

Principal Debtor Guarantee Amount Expiry Date
1 Huasheng RMB41,000,000 19 July 2017
2 Huasheng RMB50,000,000 5 November 2016
3 Huasheng RMB50,000,000 19 March 2017
Subtotal RMB141,000,000
4 Linyi Meilian RMB39,000,000 12 November 2016
Subtotal RMB39,000,000
Total RMB180,000,000

The bank loans of Hongri Acron guaranteed by Independent Third Parties, including
Huasheng and Linyi Meilian, amounted to RMB163,000,000 (equivalent to approximately
HK$190,351,000). As confirmed by Hongri Acron, apart from the above corporate guarantees,
no other commercial arrangement or business relationship exists among the respective parties.

The Directors have reviewed and assessed the exposure of the corporate guarantees to
Hongri Acron, including the review of the fair value assessment of the corporate guarantees
performed by the independent valuer engaged by the Company, the fair value of the financial
liabilities arising from the corporate guarantees was approximately HK$48,625,000 as at 30
June 2016. In addition, the Directors noted that the corporate guarantees are valid for one year
and subject to renewal.

The Directors have requested Hongri Acron to liaise with Huasheng and Linyi Meilian as
well as the relevant banks regarding the possibility of the early termination of the corporate
guarantees.

As advised by Hongri Acron, due to the current liquidity position of Hongri Acron, there
is financial need of Hongri Acron to maintain the said guarantees for the financial support from
Huasheng and Linyi Meilian in relation to the existing bank loans guaranteed by Huasheng and
Linyi Meilian.

It is the intention of the Directors to restructure the loan portfolios, including the
corporate guarantees provided or received by Hongri Acron, and the Directors has no intention
to renew such guarantees upon expiry.
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Following Completion, with the assistance of the Group to procure Financial Assistance to
finance the operations of Hongri Acron, the Directors will liaise with banks as well as
Huasheng and Linyi Meilian for the release the corporate guarantees to reduce the exposure of
such guarantees to the Enlarged Group.

In light of the above, the Directors considered the Acquisition is fair and reasonable
taking into account the corporate guarantees provided by Hongri Acron. The fair value of the
corporate guarantees for each respective year/period was determined with reference to the
valuation performed by an independent professional valuer for the purpose of preparation of
the Hongri Acron Group’s accountants’ report.

Assets impairment

Based on the accountants’ report of the Hongri Acron Group as set out in Appendix II to
this circular, the Hongri Acron Group reported impairment losses on property, plant and
equipment of approximately HKS$201,213,000, HK$5,721,000, HK$3,014,000 and
HK$25,354,000 for the years ended 31 December 2013, 2014, 2015 and for the six months
ended 30 June 2016 respectively. The fair value of the Hongri Acron Group’s property, plant
and equipment for each respective year/period was determined with reference to the assets
valuation performed by an independent professional valuer for the purpose of preparation of
the Hongri Acron Group’s accountants’ report.

Based on the information available to the Directors, the impairment on property, plant and
equipment was mainly provided for the obsolete assets following the suspension of production
of methanol by Hongri Acron prior to year 2013.

Based on the information available to the Directors, Hongri Acron has restarted 6 out of
the 9 production lines for compound fertilizers production since 18 August 2016 and up to the
Latest Practicable Date, representing 60% of the total production capacity of Hongri Acron. It
is expected to resume 70% to 80% of the production plant capacity by December 2016 in
accordance with the current business plan of Hongri Acron. The Directors believes that there
would be no need to have further impairment on property, plant and equipment based on the
current production status and business plan of Hongri Acron.

Financial Position of Hongri Acron Group

The Hongri Acron Group reported loss of approximately HK$202,794,000,
HK$34,261,000, HK$133,531,000 and HK$135,864,000 for each of the year ended 31
December 2013, 31 December 2014, 31 December 2015 and the six months ended 30 June
2016.

As at 31 December 2013, 31 December 2014, 31 December 2015 and 30 June 2016,
Hongri Acron Group’s net current liabilities were approximately HK$333,678,000,
HK$398,270,000, HK$579,799,000 and HK$686,975,000 respectively and it reported net
liabilities of approximately HK$87,022,000 as at 30 June 2016 as compared to net assets of
approximately HKS$221,204,000, HK$185,627,000 and HK$47,547,000 as at each of 31
December 2013, 31 December 2014 and 31 December 2015.
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The Group performed due diligence in relation to the Acquisition, including:

(i) analysed and evaluated the financial performance and financial position of the Target
Group;

(ii) reviewed the audited financial information of the Hongri Acron Group for the three
years ended 31 December 2015 and the six months ended 30 June 2016 prepared by
the auditors of the Company;

(iii) reviewed and evaluated the legal opinion in relation to Hongri Acron prepared by
PRC legal advisers engaged by the Company,

(iv) reviewed constitutional documents, licences and permits of the Target Group;
(v) conducted site visit of Hongri Acron and interview for its management;

(vi) reviewed the management structure, business model and operation of the Target
Group;

(vii) deployed its own technical team to examine the production facilities and reviewed
the resumption plan of the production of Hongri Acron; and

(viii) reviewed the Inspection Reports prepared by qualified environmental inspectors with
China Metrology Accreditation (H'El#H &%) including L1 5T/ B HIA R ]
(Shandong Yuantong Monitoring Co. Ltd*) and I HFE AIR S AG A R A
(Shandong Juncheng Environmental Inspection Co. Ltd.*) regarding the compliance
with relevant environmental standards by Hongri Acron.

The Directors are of the view that the consecutive losses for the three years ended 31
December 2015 and the six months period ended 30 April 2016 incurred by the Hongri Acron
Group and the heavy indebtedness position were probably attributable to the inefficient
corporate management and the business interruption in 2015 and 2016.

The Directors noted that (i) disregarding the impact of the above assets impairment and
corporate guarantees, which were non-operational and non-recurring in nature, the Hongri
Acron Group would have reported a profit of approximately HK$27,091,000 and
HK$39,016,000 for each of year ended 31 December 2013 and 31 December 2014 and loss of
approximately HK$156,236,000 and HK$132,394,000 for the respective year/period ended 31
December 2015 and 30 June 2016; (ii) the Hongri Acron Group reported gross profit of
approximately HK$280,620,000, HK$256,290,000, HK$102,202,000 and HK$17,310,000 for
the years ended 31 December 2013, 2014 and 2015 and for the six months ended 30 June 2016
respectively; (iii) Hongri Acron incurred heavy financing for its investment in the production
facilities in the past and has been facing severe cash and liquidity problems which have
intensified due to the business interruption in 2015 and 2016.
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In addition, the Directors noted that some of the permits and licenses, including
production licenses of sulfuric acid and ammonia, have currently expired and the government
has issued a notice regarding the relocation of the current premises of Hongri Acron. The
Directors considered that, based on the PRC legal opinion obtained by the Company, the
discussion with management of Hongri Acron and the due diligence review on the business
operations of Hongri Acron, Hongri Acron has all necessary licenses and permits in place for
the current production and the government relocation plan would not cause material impact to
the operations of Hongri Acron and the Enlarged Group as disclosed and explained in the
above paragraphs headed “Expiration of Environmental Permits” and “Government Relocation
Plan”.

The Directors consider that, based on the extensive management knowledge of the
Directors and the management team, the Group is competent to raise the management standards
and improve the cost structure of the Target Group by adopting the corporate and production
management systems of the Group. In addition, Hongri Acron has gradually resumed its
production operations and as part of the agreed terms of the Acquisition Agreement, the Group
has nominated directors to sit on (and Hongri Acron has approved such appointments) the
board of directors of Hongri Acron since 5 September 2016, the Group can effectively monitor
the development progress of both the production and financial operations of Hongri Acron and
formulate business plans and strategies together with management of Hongri Acron for the
future business developments of the Enlarged Group.

Furthermore, pursuant to the Acquisition Agreement, the Purchaser conditionally agreed to
procure Financial Assistance for the Target Group. In addition, leveraging on the Group’s
ability of effectively raising capital and its well maintained relationship with banks, the Group
will adopt measures to adjust the loan structure of Hongri Acron following Completion,
including but not limited to, renegotiate the existing terms of borrowings, liaise with banks and
the principal debtors in order to reduce Hongri Acron’s exposure to the above corporate
guarantees and/or conduct fund raising activities to finance the operations of Hongri Acron in
order to lower the finance costs and improve the gearing position of Hongri Acron.

Given (i) the anticipated improvement in operational efficiency and liquidity of the
business operations and increase in sales following the resumption of normal production; (ii)
the synergies of combining the research and development, sharing customer base, sales network
and other system functions, such as finance, administration and information technologies; and
(ii1) the reduced operating costs by improving the gearing position and enhancing the resources
utilization ratio, it is expected that Hongri Acron will be able to turn around and achieve
growth in its financial performance.

Based on the above, the Directors (including independent non-executive Directors, whose
views are set out in the Letter from the Independent Board Committee) are of the view that,
despite the net current liabilities and net liabilities position of the Target Group as at 30 June
2016, the Acquisition is fair and reasonable and is in the interest of the Company and the
Shareholders as a whole.
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REASONS FOR AND BENEFIT OF THE TRANSACTIONS

In order to continue to expand the operating scale and enhance the growth of the fertilizer
business of the Group, the Group intends to acquire an indirect 50.5% equity interest in Hongri
Acron and its subsidiaries through the acquisition of the Sale Shares. The Board believes that
the Acquisition is consistent with the development strategy of the Group, which can bring
long-term strategic benefits to the Group including:

1. Satisfy the development strategy and positioning of the Group, which is
beneficial to enhancing the competitive advantage of the Group‘s core business

The Group aims to develop its fertilizer business to the national forefront. To this
end, the Group has been actively expanding its production scale and the annual capacity
of the Group is expected to reach approximately 850,000 tonnes in 2016 through
technology upgrade of existing production capacities. The Group also intends to build a
new production line with annual capacity of about 1.4 million tonnes on its newly
acquired land in Ruichang City, Jiangxi Province, the PRC in the next few years. In
addition, it is the Group’s strategy to seek for appropriate mergers and acquisition
opportunities so as to accelerate the growth of its fertilizer business.

Hongri Acron is a well-established and leading fertilizer producer in the PRC with an
annual production capacity of compound fertilizers of approximately 820,000 tonnes.
Hongri Acron has a stable business model and over 50 years of proven track record in
manufacturing and sales of fertilizers since its establishment in 1965 (as formerly known
as Shandong Hongri Chemical Joint Stock Company, Ltd. (134 H AL T A4 R AD).
In addition, Hongri Acron has a strong and experienced technical team in fertilizer
production and R&D and it possesses a total of 5 self-invented patents in relation to the
fertilizer production technology as at Latest Practicable Date.

Despite the current financial and business position of Hongri Acron as disclosed in
paragraph headed “Information of the Target Group™ in this circular, by virtue of Hongri
Acron’s industry experience accumulated over the years, its industry wide recognition and
its strong product portfolio, Hongri Acron has maintained its competitiveness in the
fertilizer market in the PRC and received positive recognition of its renowned brand
names and solid foundation in the fertilizer business in the PRC. It ranked 375th among
China Top 500 Chemical Industrial Enterprises in 2016 and ranked 75th among China
Top 100 Fertilizer Corporations in 2015.

The Company considers that it is appropriate to financially support the Target Group
by way of provision of Financial Assistance for the Target Group’s fertilizer business for
the purpose of the Acquisition. The Company considers that the provision of Financial
Assistance will enhance the liquidity of the Target Group and facilitate the resumption of
full plant capacity of Hongri Acron and thus, improve the financial performance of the
Target Group.
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Hongri Acron has resumed its production capacity to approximately 60% as at the
Latest Practicable Date and it is expected that, by the end of 2016, Hongri Acron is able
to utilise 70% to 80% of its production capacity and upon Completion, the operations of
Hongri Acron will greatly enhance the Group’s operating scale and competitiveness in the
PRC fertilizer market.

The Company believes that, the Acquisition demonstrates the Group’s development
strategy and positioning in further expansion of its production scale. Leveraging on the
Group’s established platform in the PRC fertilizer business, its well maintained
relationship with local governments, business and banks, the Acquisition is expected to
expedite the integration of the Group’s core business and provide synergy that enables the
Group to capture new opportunities in the fertilizer business and enhance its revenue
stream.

2. Broaden the Group’s products offering with the strong %fif5 X (Yangyangtian®)
and R AL (Dongfanghong*) brand names

The Hongri Acron Group has products sold under more than 10 different brands and
contributed revenue of approximately HK$2,658,737,000, HK$2,146,724,000 and
HK$1,779,527,000 for each of the year ended 31 December 2013, 31 December 2014 and
31 December 2015 respectively. Among the product brands owned by Hongri Acron, %[}
K (Yangyangtian*) and # 7% (Dongfanghong*) are renowned compound fertilizer
brands in the PRC and are highly praised for its quality of improving soil fertility and
enhancing crop quality.

For the years ended 31 December 2014 and 2015, the total products sold under the
brands of BfifjK (Yangyangtian*) and H /74 (Dongfanghong*) were approximately
541,000 tonnes and 443,000 tonnes respectively, representing approximately 73% and
72% of the total compound fertilizers sold by Hongri Acron for each of the year ended 31
December 2014 and 2015.

The Company believes that the wide recognition and popularity of the brands owned
by Hongri Acron will expand the Group’s brand influence as well as reinforcing the
Group’s strategy of broadening the Group’s product offerings and increasing its market
share in the fertilizer industry in the PRC.

3. Benefit from the strong distribution network of Hongri Acron

Hongri Acron has extensive distribution network, which includes 8 regional offices
and 31 trade offices, covering approximately 29 provinces and autonomous regions in the
PRC. It has a marketing team of more than 200 sales personnel with in-depth knowledge
and expertise in the fertilizer production industry. The Company believes that the Group
can achieve synergies by sharing customer base and sales network to further strengthen
the Group’s market coverage and penetration, expand the Group’s distribution network and
enhance its product supply across China.
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4. Favorable policies of the Chinese government

According to the statistics from National Bureau of Statistics of China, the
consumption volume (measured at volume of effective components) of compound
fertilizers increased from approximately 17.98 million tonnes in 2010 to approximately
21.16 million tonnes in 2014, representing a compound annual growth rate of about
3.31%. In addition, pursuant to the “Guidance on Prompting the Restructuring and
Development of Fertilizer Industry (JEAE{LIEAT AV EE AV EZ )" issued by
Ministry of Industry and Information Technology (L ZF{5E1L#) of the PRC on 20
July 2015, which encourages eco-friendly agriculture and the utilization of the
environment-friendly fertilizers, the utilization of the new type of fertilizers, including
compound fertilizers in China will increase from less than 10% at present to 30% by
2020. The Company believes that, given the favorable agricultural policies of the Chinese
government and the increasing awareness on industrial efficiency and environmental
protection, the demand for compound fertilizers in China would maintain the rising
momentum.

Accordingly, the Directors (including the independent non-executive Directors whose
views are set out in the Letter from the Independent Board Committee) are of the view
that the Transactions are fair and reasonable, on normal commercial terms and in the
interests of the Company and its shareholders as a whole.

FINANCIAL EFFECTS OF THE ACQUISITION

Upon Completion, the Company will own the entire equity interest in the Target
Company, and will indirectly own approximately 50.5% equity interest in Hongri Acron and
each of Shandong Zhongfu, Linyi Luo Zhuang and Linyi Ding Rui. The financial results of the
Target Group will be consolidated into the financial statements of the Company upon
Completion. The unaudited pro forma financial information of the Enlarged Group is set out in
Appendix III to this circular.

Based on the unaudited pro forma financial information of the Enlarged Group as set out
in Appendix III to this circular, upon completion of the Acquisition, the consolidated total
assets of Enlarged Group would have been increased to HKS$7,044,072,000 and the
consolidated liabilities of the Enlarged Group would have been increased to approximately
HK$3,714,255,000. In addition, a gain from bargaining purchase arising from the Acquisition
of approximately HK$93,835,000 would be recognised as if the Acquisition had been
completed on 30 June 2016.

For the purpose of the unaudited pro forma financial information as set out in Appendix
IIl to this circular, the Board has considered the intangible assets associated with the
acquisition in accordance with HKAS 36 “Impairment of Assets”. Based on the information
available to the Directors, in particular the valuation performed by an independent valuer
(please refer to page III-7 as set forth in Appendix III to this circular), the Board considered
that there is no indication of impairment of intangible assets arising from the Acquisition on
the date of the Acquisition to be assumed to be completed on 30 June 2016.
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Based on the unaudited pro forma financial information of the Enlarged Group as set out
in Appendix III to this circular, shareholders should note that the unaudited pro forma financial
information has been prepared for illustrative purpose only based on the judgements and
assumptions of the Directors, and because of its hypothetical nature, it may not give the true
picture of the financial position of the Enlarged Group following Completion or any future
date. Moreover, since the actual fair value of the assets and liabilities of the Target Group may
be different at Completion as compared to their respective values used in the preparation of the
unaudited pro forma financial information of the Enlarged Group, the actual financial effects of
the transaction may be different from the financial information shown in Appendix III to this
circular.

LISTING RULES IMPLICATIONS

As one or more of the applicable percentage ratios (as defined in Rule 14.07 of the
Listing Rules) in respect of the Transactions exceed 25% but are less than 100%, the
Transactions constitute a major transaction of the Company under Chapter 14 of the Listing
Rules and are subject to the notification, announcement and shareholders’ approval
requirements under Chapter 14 of the Listing Rules.

The Vendor is a wholly-owned subsidiary of Best Equity, a company owned as to 47.17%
by Mr. Yang and 52.83% by Ms. Zou Li. Best Equity was interested in 309,914,999 Shares,
representing approximately 6.74% of the issued share capital of the Company as at the Latest
Practicable Date. Ms. Zou Li was deemed to be interested in 309,914,999 Shares, representing
approximately 6.74% of the issued share capital of the Company, held by Best Equity by virtue
of her holding of 52.83% of the issued share capital of Best Equity as at the Latest Practicable
Date. Mr. Yang was interested in 346,844,434 Shares (including his interest in Best Equity and
his spouse’s interest of 36,929,435 Shares) representing approximately 7.54% of the issued
share capital of the Company as at the Latest Practicable Date. Since Mr. Yang, who was a
Director until 4 August 2016, indirectly owns 47.17% equity interest in the Vendor and is the
sole director of the Vendor, the Vendor is an associate of Mr. Yang and therefore a connected
person of the Company. Accordingly, the Transactions also constitute a connected transaction
under Chapter 14A of the Listing Rules and are subject to the reporting, announcement and
Independent Shareholders’ approval requirements under Chapter 14A of the Listing Rules. Mr.
Yang has abstained from voting on the relevant Board resolutions in relation to the
Transactions. In addition, Mr. Yang, Ms. Zou Li and their respective associates are required to
abstain from voting on the resolutions approving the Acquisition Agreement and the
Transactions at the EGM.

EGM

The Company will convene the EGM at Unit 2605, 26th Floor, Harbour Centre, 25
Harbour Road, Wanchai, Hong Kong on 19 October 2016 (Wednesday) at 2:30 p.m. to
consider and if thought fit, to approve the Acquisition Agreement and the Transactions. The
notice of EGM is set out on pages EGM-1 to EGM-2 of this circular. The voting on such
resolutions will be conducted by way of poll in accordance with Rule 13.39(4) of the Listing
Rules.
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A form of proxy for use by the Shareholders at the EGM is enclosed with this circular.
Whether or not you are able to attend the EGM in person, you are requested to complete the
enclosed form of proxy in accordance with the instructions printed on the form and return the
form to the office of the branch share registrar of the Company in Hong Kong, Tricor Investor
Services Limited at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong as soon as
possible but in any event not less than 48 hours before the time appointed for holding the
EGM or any adjournment of EGM. Completion and return of the form of proxy will not
preclude you from attending and voting at the EGM or any adjournment of EGM in person
should you so wish.

Any Shareholders or their respective associates with a material interest in the relevant
transactions under the Acquisition Agreement are required to abstain from voting at the EGM.
As at the Latest Practicable Date, to the best of the Directors’ knowledge, Mr. Yang, Ms. Zou
Li and their respective associates held and controlled the voting rights of 346,844,434 Shares,
representing in aggregate approximately 7.54% of the issued share capital of the Company. Mr.
Yang and Ms. Zou Li and their respective associates are required to abstain from voting on the
resolution(s) approving the Acquisition Agreement and the Transactions.

RECOMMENDATION

Your attention is drawn to (i) the letter from the Independent Board Committee dated 27
September 2016 set out on pages 31 to 32 of of this circular which contains the
recommendation from the Independent Board Committee to the Independent Shareholders in
relation to the Acquisition Agreement and the Transactions; and (ii) the letter from the
Independent Financial Adviser dated 27 September 2016 as set out on pages 33 to 52 of this
circular which contains the recommendation from the Independent Financial Adviser to the
Independent Board Committee and the Independent Shareholders in relation to the terms of the
Acquisition Agreement, the Transactions and the principal factors and reasons considered by
the Independent Financial Adviser in arriving at its recommendation.

Having taken into account the factors and reasons considered, and the opinion of the
Independent Financial Adviser as stated in its letter, the Directors (including the independent
non-executive Directors, as the members of the Independent Board Committee in respect of the
Transactions, who have indicated their recommendation in their letter to the Independent
Shareholders) consider the terms of the Acquisition Agreement and the Transactions are fair
and reasonable, are on normal commercial terms, and in the interests of the Company and the
Shareholders as a whole and accordingly, recommend the Independent Shareholders vote in
favour of the resolution to be proposed at the EGM to approve the Acquisition Agreement and
the Transactions.
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ADDITIONAL INFORMATION

Your attention is also drawn to the additional information set out in the appendices to this
circular.

Yours faithfully,
By Order of the Board
Century Sunshine Group Holdings Limited
Chi Wen Fu
Chairman
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CENTURY SUNSHINE GROUP HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

(Stock Code: 509)
27 September 2016
To the Independent Shareholders

Dear Sir or Madam,

MAJOR AND CONNECTED TRANSACTION IN RESPECT OF
THE PROPOSED ACQUISITION OF 50.5% EQUITY INTEREST
IN SHANDONG HONGRI ACRON CHEMICAL
JOINT STOCK COMPANY, LTD
AND
PROVISION OF FINANCIAL ASSISTANCE

We refer to the circular dated 27 September 2016 (the “Circular”) despatched to the
Shareholders of which this letter forms part. Unless the context otherwise requires, terms and
expressions defined in the Circular shall have the same meanings in this letter.

We have been appointed as members of the Independent Board Committee to advise the
Independent Shareholders on whether the terms of the Acquisition Agreement and the
Transactions are fair and reasonable, the Transactions are on normal commercial terms or better
and in the ordinary and usual course of business of the Group and in the interests of the
Company and its Shareholders as a whole and how to vote on the Transactions. TC Capital
International Limited has been appointed as the Independent Financial Adviser to advise the
Independent Board Committee and the Independent Shareholders in respect of the terms of the
Acquisition Agreement and the Transactions.

We wish to draw your attention to the letter from the Board set out on pages 6 to 30 of
the Circular and the letter from the Independent Financial Adviser containing its advice to us
and the Independent Shareholders regarding the terms of the Acquisition Agreement and the
Transactions set out on pages 33 to 52 of the Circular.
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Having considered the advice given by the Independent Financial Adviser, we are of the
opinion that the terms of Acquisition Agreement and the Transactions are fair and reasonable;
the Transactions are on normal commercial terms and in the ordinary and usual course of
business of the Group and in the interests of the Company and the Shareholders as a whole and
recommends the Independent Shareholders to vote in favour of the ordinary resolutions to be
proposed at the EGM to approve the Acquisition Agreement and the Transactions.

Yours faithfully,
For and on behalf of
Independent Board Committee
Mr. Sheng Hong Mr. Kwong Ping Man Mr. Lau Chi Kit
Independent non-executive Directors
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Set out below is the text of a letter received from TC Capital, the Independent Financial
Adviser to the Independent Board Committee and the Independent Shareholders in respect of
the Agreement and the transactions contemplated thereunder, prepared for the purpose of
inclusion in this circular

° TC CAPITAL
27 September 2016

The independent Board Committee and the Independent Shareholders
Century Sunshine Group Holdings Limited

Dear Sirs,

MAJOR AND CONNECTED TRANSACTION IN RESPECT OF THE
PROPOSED ACQUISITION OF 50.5% EQUITY INTEREST IN
SHANDONG ACRON CHEMICAL JOINT STOCK COMPANY, LTD AND
PROVISION OF FINANCIAL ASSISTANCE

INTRODUCTION

We refer to our appointment as the Independent Financial Adviser to advise the
Independent Board Committee and the Independent Shareholders in relation to the Acquisition
Agreement, details of which are set out in the letter from the Board (the “Letter from the
Board”) contained in the circular dated 27 September 2016 issued by the Company to the
Shareholders (the “Circular”), of which this letter forms part. Terms used herein shall have
the same meanings as defined in the Circular unless the context requires otherwise.

On 3 August 2016, Long Xiang Enterprises Limited (the “Purchaser”), a direct wholly-
owned subsidiary of the Company, entered into the Acquisition Agreement with Prosperous
Rich Holdings Limited (the “Vendor”) and Acronagrotrans Ltd. (the “Target Company”),
pursuant to which, the Purchaser conditionally agreed to buy, and the Vendor conditionally
agreed to sell the entire equity interest in the Target Company, at the cash consideration of
US$1 (equivalent to approximately HK$7.76), which is payable in accordance with the terms
and conditions thereto. Pursuant to the Acquisition Agreement, the Purchaser also agreed to use
reasonable efforts to provide assistance to the Target Company and its subsidiaries (the
“Target Group”) to obtain financing from banks and financial institutions and/or to provide
any form of guarantee or securities in aggregate loan amount not exceeding RMB250,000,000
(equivalent to approximately HKS$292,500,000) for the working capital of Hongri Arcon
Group’s fertilizer business (the “Provision of Financial Assistance”).

Upon Completion, the Company will own the entire equity interest in the Target
Company, which will in turn own approximately 50.5% in Shandong Hongri Acron Chemical
Joint Stock Company Ltd. (“Hongri Acron”), which owns the entire interest of Shandong
Zhongfu Compound Fertilizers Company Limited (‘“Shandong Zhongfu’), Linyi City — Luo
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Zhuang Qu Antai Real Estate Service Company Limited (“Linyi Luo Zhuang”) and Linyi
Ding Rui Construction Materials Company Limited (“Linyi Ding Rui”) (altogether as
“Hongri Acron Group”).

As the Acquisition Agreement involves the Acquisition and the Provision of Financial
Assistance, the Acquisition and the Provision of Financial Assistance are aggregated for the
purpose of classification of transaction in according with Rule 14.22 of the Listing Rules.

As one or more of the applicable percentage ratios (as defined in Rule 14.07 of the
Listing Rules) in respect of the Acquisition and the Provision of Financial Assistance, exceed
25% but are less than 100%, the Acquisition and the Provision of Financial Assistance
constitutes a major transaction of the Company under Chapter 14 of the Listing Rules and is
subject to the notification, announcement and shareholders’ approval requirements under
Chapter 14 of the Listing Rules.

The Vendor is a wholly-owned subsidiary of Best Equity Holdings Limited (“Best
Equity”), a company owned as to 47.17% by Mr. Yang and 52.83% by Ms. Zou Li. Best
Equity was interested in 309,914,999 Shares, representing 6.74% of the issued share capital of
the Company as at the Latest Practicable Date. Ms. Zou Li was deemed to be interested in
309,914,999 Shares, representing approximately 6.74% of the issued share capital of the
Company, held by Best Equity by virtue of Ms. Zou Li’s holding of 52.83% of the issued share
capital of Best Equity as at the Latest Practicable Date. Mr. Yang was interested in
346,844,434 Shares (including his interest in Best Equity and his spouse’s interest of
36,929,435 Shares), representing approximately 7.54% of the issued share capital of the
Company as at the Latest Practicable Date. Since Mr. Yang, who was a Director until 4 August
2016, indirectly owns 47.17% equity interest in the Vendor and is the sole director of the
Vendor, the Vendor is an associate of Mr. Yang and therefore a connected person of the
Company. Accordingly, the Acquisition and the Provision of Financial Assistance also
constitutes a connected transaction under Chapter 14A of the Listing Rules and is subject to
Independent Shareholders’ approval requirements under Chapter 14A of the Listing Rules. Mr.
Yang has abstained from voting on the relevant board resolutions of the Company in relation to
the Acquisition and the Provision of Financial Assistance. In addition, Mr. Yang, Ms. Zou Li
and their respective associates are required to abstain from voting on the resolutions approving
the Acquisition Agreement and the transactions contemplated thereunder at the EGM.

The Independent Board Committee comprising all the independent non-executive
Directors, namely Mr. Kwong Ping Man, Mr. Sheng Hong and Mr. Lau Chi Kit, has been
established to advise the Independent Shareholders as to (i) whether the execution of the
Acquisition Agreement is in the ordinary and usual course of the business of the Group, (ii)
whether the execution of the Acquisition Agreement is in the interests of the Company and the
Shareholders as a whole and (iii) whether the terms of the Acquisition Agreement is on normal
commercial terms and are fair and reasonable so far as the Independent Shareholders are
concerned. Our role as the Independent Financial Adviser is to provide independent opinion
and recommendation to the Independent Board Committee and Independent Shareholders in
this regard.
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We, TC Capital International Limited, are independent of and not connected with any
members of the Group or any of their respective substantial shareholders, directors or chief
executives, or any of their respective associates, and is accordingly qualified to give an
independent advice in respect of the Transactions and we did not act as independent financial
adviser to the Company’s other transactions in the last two years.

BASIS OF OUR OPINION

In formulating our opinion and recommendation, we have considered, among other things,
(i) the Acquisition Agreement; (ii) the annual report of the Company for the year ended 31
December 2015 (the “2015 Annual Report”); (iii) the accountants’ report of Hongri Arcon
Group for each of the three years ended 31 December 2013, 2014 and 2015 and six months
ended 30 June 2015 and 2016 (the “Hongri Arcon Group’s Accountants’ Report”); and (iv)
other information as set out in the Circular. We have also relied on all relevant information,
opinions and facts supplied and represented by the Company, the Directors and the
management of the Company.

We have assumed that all such information, opinions, facts and representations, for which
the Company, the Directors and the management of the Company are fully responsible, were
true, accurate and complete in all respects as at the date hereof and may be relied upon. We
have no reason to doubt the truth, accuracy and completeness of the information and
representations provided to us by the Company, and the Company has confirmed that no
material facts have been withheld or omitted from the information provided and referred to in
the Circular, which would make any statement therein misleading.

We consider that we have reviewed sufficient information currently available to reach an
informed view and to justify our reliance on the accuracy of the information contained in the
Circular so as to provide a reasonable basis for our recommendation. We have not, however,
carried out independent verification of the information, nor have we conducted any form of in-
depth investigation into the businesses, affairs, operations, financial position or future
prospects of each of the Company, the Purchaser, the Vendor and the Target Company and
any of their respective subsidiaries and associates.
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinions and recommendations in respect of the Acquisition Agreement,
we have taken into consideration the following principal factors and reasons:

I. BACKGROUND OF AND REASONS FOR ENTERING INTO OF THE
ACQUISITION AGREEMENT

1.

Background information of the Company, the Purchaser, the Vendor and
Hongri Arcon Group

(a) The Company and the Purchaser

The Company and its subsidiaries are principally engaged in fertilizer
business, magnesium product business, metallurgical flux business and
electronic product business. According to the 2015 Annual Report, fertiliser
business is the major operating segment of the Group and contributed
approximately 60.6% of the total revenue of the Group for the year ended 31
December 2015. The Purchaser is a company incorporated in the British Virgin
Islands with limited liability and is a direct wholly-owned subsidiary of the
Company and its main business is investment holding.

(b) The Vendor, the Target Company and Hongri Arcon Group

The Vendor is a company incorporated in the British Virgin Islands with
limited liability and the main business is investment holding. The Vendor is
wholly owned by Best Equity which is owned as to 47.17% by Mr. Yang, who
was a Director until 4 August 2016.

The Target Company is a private company limited by shares and registered
under the laws of the Republic of Cyprus. The principal activity of the Target
Company is investment holding and is currently holding 50.5% of Hongri
Acron.

Hongri Acron is a joint stock limited liability company incorporated in the
PRC and is principally engaged in the fertilizer business in the PRC. Hongri
Acron is owned as to (i) 50.5% by the Target Company; (ii) 7.5% by T H %
{E THREAE/ATF (Linyi Zhongtai Chemical Co., Ltd.), an Independent Third
Party; (iii) 7% by LIH &5 EEHKMDARAF (Shandong Luxin
International Economic Co., Ltd.), an Independent Third Party; and (iv) 35% by
individuals, who are, to the best knowledge of the Company, the Independent
Third Parties.

Since majority of the Group’s revenue is generated from fertilizer business,
we are of the view that the acquisition of the Target Company, which holds
50.5% of Hongri Acron and is principally engaged in the fertilizer business, is
therefore in the ordinary and usual course of the business of the Group.
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2. Reasons for entering into the Acquisition Agreement

Referring to the Letter from the Board, the principal reasons for the Group to
enter into the Acquisition Agreement can be summarized below:

a.  To benefit from strong outlook of the PRC compound fertilizer industry
b. To expand the Group’s operating scale and its fertilizer business

c. To take advantage from the future turnaround of the current operational
difficulties and financial distress of Hongri Acron

Based on the below findings and analysis, we are of the view that the above
reasons considered by the Group to enter into the Acquisition Agreement are
justified and the execution of the Acquisition Agreement is therefore in the interests
of the Company and the Shareholders as a whole.

a. To benefit from strong outlook of the PRC compound fertilizer industry

As set out in the Letter from the Board, according to the statistics from
National Bureau of Statistics of China, the consumption volume (measured at
volume of effective components) of compound fertilizers increased from
approximately 17.98 million tonnes in 2010 to approximately 21.16 million
tonnes in 2014, representing a compound annual growth rate (“CAGR”) of
about 3.31%. Pursuant to the “Guidance on Prompting the Restructuring and
Development of Fertilizer Industry (HE#EfL AT S5 B8 pY F5 38 & )
issued by Ministry of Industry and Information Technology (L ZEAI{5 EALHH)
of the PRC on 20 July 2015, eco-friendly agriculture and the utilization of the
environment-friendly fertilizers is encouraged and therefore the utilization of the
new type of fertilizers, including compound fertilizers in China will increase.

We principally concur with the findings presented by the Board above
based on the analysis as below.

According to the research report titled “China Compound Fertilizer
Sector” published on 4 May 2016 by Citi Research, a division of Citigroup
Global Markets Inc., which based in New York, United States and provides
investment banking and financial advisory services (the ‘“Research Report™)
(source: https://www.citivelocity.com/), the outlook of PRC compound fertilizer
industry is expected to remain strong given the penetration of compound
fertilizer in China is expected to continue to rise. According to the Research
Report, demand for compound fertilizers in China has grown at a CAGR of
4.1% from 2010 to 2015 despite flattish growth of overall fertilizers. Although
the penetration of compound fertilizer has risen to about 35% in 2015 from
about 27% in past 10 years, it is still lower than about 50% of the global
average and about 80% of developed countries. The Research Report concluded
that the compound fertilizer penetration in China shall continue to rise in the
long term driven by the following trends:
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Growing popularity of eco-friendly fertilizer prescription

China’s fertilizer industry has been characterized as using an over-
dosage of fertilizers (especially nitrogen), which has reduced soil fertility
and crop yields, and caused environmental damage to farmland, especially
in terms of water pollution. Compound fertilizers contain lower nitrogen
content (15-25% vs. 46% of single nitrogen fertilizer). Application of
compound fertilizers will provide more balanced nutrients to crops,
enhance soil fertility, increase nutrient use efficiency and improve crop
yields. Furthermore, the Ministry of Agriculture (“MoA”) is also
promoting fertilizer prescription nationwide, which involves soil testing,
assessment of nutrient requirements of plants, and development of fertilizer
products that are customized to the specific soil conditions and a plant’s
nutrient needs. Major compound fertilizer players are also increasingly
offering free soil tests and fertilizer prescription services to farmers for the
purpose of increasing brand awareness and expanding their customer base.
The MoA’s initiatives and increasing competition among major compound
fertilizer players will continue to drive the penetration and demand growth
of compound fertilizer.

Growing plant area of cash crops

Unit consumption of compound fertilizers for cash crops (i.e. a
readily salable crop that is grown and gathered for the market (as
vegetables or cotton or tobacco)) is typically higher than that for food
crops (i.e. a produce of food which have commercial value and are staple
food) because (i) cash crops have higher nutrient needs; (ii) cash crops
have higher economic value and could justify higher spending; (iii) farmers
of cash crops have higher affordability and have the tendency of more
rational fertilization application (i.e., apply more compound fertilizer).
Given the plant area of cash crops in China had been growing at a steady
rate from approximately 55 million hectare in 2010 to approximately 59
million hectare in 2014, the demand for compound fertilizers shall remain
strong.

Farmland transfer

The total farmland area transferred in China increased by a CAGR of
about 28% from 2008 to 2014. Farmland transfer allows farmers to rent the
farmland from other farmers, driving large-scale farming in China. The
farmers have a more rational fertilizer application pattern and are more
financially capable of applying compound fertilizers, which is positive for
compound fertilizer demand.

Based on the findings of the Research Report, we believe the outlook
of the PRC compound fertilizer industry shall remain strong in future and
we are therefore also of the view that by the Acquisition and resulting
expansion of the Group’s fertiliser business (please refer to below for more
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details on how the Acquisition expand the Group’s fertiliser business), the
Group will be able to benefit from the strong demand of compound
fertilizer in PRC and enhance its revenue stream in the future.

To expand the Group’s operating scale and its fertilizer business

As set out in the Letter from the Board, the Group is of the view that the

Acquisition can further expand the Group’s existing operating scale and its
fertilizer business by (i) increasing its production capacity, (ii) extending its
sales network, and (iii) broadening its products and brand portfolio. We
principally concur with the Board’s view based on the below analysis:

Increase in production capacity

According to the 2015 Annual Report, the Group’s annual production
capacity of its production base of Jiangsu Province is expected to reach
850,000 tonnes in 2016. We noted the current need of the Group in
expanding its fertilizer business. For instance, according to the 2015
Annual Report, the Group intended to build a fertilizer production line in
Jiangxi with an annual capacity of 1.4 million tonnes of Si-Mg compound
fertilizer, water-soluble fertilizer and other new fertilizer products.
Nevertheless, we noted that the first phase of such production line with an
annual capacity of 800,000 tonnes and the second phase with an annual
capacity of 600,000 tonnes can only be completed in 2018 and 2019
respectively the earliest.

As stated in the Letter from the Board, Hongri Acron’s plant and
production facilities are located at the premises in Linyi City, Shandong
Province and it has in place 9 major production lines for processing and
production of compound fertilizers with aggregate annual production
capacity of approximately 820,000 tonnes.

To effectively capture the upcoming strong industry outlook, we are
of the view that the Acquisition can immediately expand the Group’s
operation scale and market presence in a quick and efficient way instead of
relying on its own organic growth for expansion. In addition, the
Acquisition shall further solidify the Group’s fertiliser business position in
eastern-central coastal province of China.

Extension of sales network

As set out in the Letter from the Board, the Company believes that
the Group can achieve synergies by sharing customer base and sales
network to further strengthen the Group’s market coverage and penetration,
expand the Group’s distribution network and enhance its product supply
across China.

— 39 —



LETTER FROM THE INDEPENDENT FINANCIAL ADVISER

We have obtained and compared the top 5 customers list of the
Group’s fertilizer business and that of Hongri Acron. We noted that the top
5 customers of the Group’s fertilizer business mainly covers provinces of
Shandong and Fujian while the top 5 customers of Hongri Acron mainly
covers Inner Mongolia, Jilin and Hebei provinces. Given such non-
overlapping client base, we are therefore concur with the Board’s view that
the Acquisition can further expand the Group’s market coverage and
penetration with the additional customer base and enhance its revenue
stream going forward.

Broadening products and brand portfolio

As set out in the Letter from the Board, the Company believes that,
by the Acquisition, the wide recognition and popularity of the brands
owned by Hongri Acron will further expand the Group’s brand influence as
well as reinforcing the Group’s strategy of broadening the Group’s product
offerings and increasing its market share in the fertilizer industry in the
PRC.

According to the Company’s website, the Group principally sells
organic and compound fertilizers through its house labels “Lu Di”, “Le
He He”, “Zhan Lan”, and “Feng Shou”. As discussed with the
management of the Company, the Group pursues its business strategies on:
(a) soil testing, (b) evaluation of plant required nutrition; and (c)
developing customized fertilizer for particular soil and plant nutrition. It
becomes a niche market of the Group and contributes to development of
new customers. The Directors consider that providing such services will
differentiate the Group’s products from other fertilizers producers and
attract more customers.

As set out in the Letter from the Board, Hongri Acron’s products are
sold under more than 10 different brands with two particular brands i[5
K (Yangyangtian*) and 374 (Dongfanghong*) which represented
approximately 73% and 72% of the total compound fertilizers sold by
Hongri Acron for each of the year ended 31 December 2014 and 2015.
Also, Hongri Acron has extensive experience in production and research
and development in fertilizer and it possesses a total of 5 self-invented
patents in relation to the fertilizer production technology as at the Latest
Practicable Date.

As such, having considered (i) the synergy of the combination of the
aforesaid customized fertiliser products offered by the Group and the self-
invented patents in relation to the fertilizer production technology and
talents owned by Hongri Acron; and (ii) the acquisition of the famous
products of Yfif}; K (Yangyangtian*) and 74 (Dongfanghong*), we
therefore concur with the Board’s view that the Acquisition can further
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reinforcing the Group’s strategy of broadening the Group’s product
offerings, improving the quality of the products of the Group and
increasing its market share in the fertilizer industry in the PRC.

To take advantage from the future turnaround of the current operational
difficulties and financial distress of Hongri Acron

As set out in the Letter from the Board, we observed that Hongri Acron is

currently facing below operational difficulties and financial distress:

(i) Suspension of production in 2015 and temporary reduction of product
capacity in 2016

(i1) Expiration of pollutants discharge permit before 7 September 2016
(iii) Expiration of production licenses of sulfuric acid and ammonia
(iv) Government relocation plan

(v) Net loss and net current liabilities position

Based on the below analysis, we believe the above operational difficulties

and financial distress of Hongri Acron are short term in nature and could be
rectified in a foreseeable future and therefore imposed insignificant impact on
the Group after the Acquisition.

(i) Suspension of production in 2015 and temporary reduction of product
capacity in 2016

As set out in the Letter from the Board, on 27 March 2015, Hongri
Acron received the notice B 1LIFRAT H BT RAL T A e fn A PR A vl B
Jiti £5% 2 Y5 PR A 4 1) (Notice regarding the Implementation Suspension of
Production and Management Control of Hongri Acron*) issued by Z# it i
ANREF (Luozhuang Qu People’s Government*) to order Hongri Acron to
suspend the production until the completion of examination and acceptance
procedures in respect of the environmental and waste treatment
improvements by the environmental authorities (the “Suspension Notice™).
In which, Luozhuang Qu People’s Government required Hongri Acron to
comply with the rules of maximum emission concentration threshold of
atmospheric particulate matters. During the period from April 2015 to
November 2015, Luozhuang Qu People’s Government issued 4 notices for
the production resumption approval of Hongri Acron. For the details of
such notices, please refer to the Letter from the Board. As stated in the
Letter from the Board, Hongri Acron submitted the environmental
inspection and acceptance reports (“Inspection Reports”) on 25 May 2015,
21 July 2015, 11 August 2015 and 4 December 2015 respectively to the
relevant environmental authority but Hongri Acron has yet to receive any
reply from the authority in respect of the Inspection Report. Hongri Acron
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also confirmed that there has been no further notice of suspension or
environmental improvement from the Luozhuang Qu People’s Government
or other local governmental authorities since the submission of the said
environment report by Hongri Acron. Based on the advice from the PRC
legal advisors, the relevant environmental authority may or may not issue a
receipt of the reports received and in practice, this could be understood as
Hongri Acron shall face no major legal obstacle in production if (i) the
Inspection Reports fulfill the relevant environmental requirements and (ii)
there is no further notice regarding the suspension from the local
government or aforesaid authority. In addition, having consider that (i) the
pollutants discharge permit has been renewed which indicate that Hongri
Arcon Group has complied with the relevant environment requirements of
the local government and (ii) the PRC legal opinion stated that Hongri
Arcon Group has the necessary approval and permits for its business, we
are therefore of the view that Hongri Arcon Group shall face no major
obstacle in resuming its full production in legal perspective.

In early 2016, Hongri Acron decided to temporarily reduced
production to approximately 20% of the plant capacity due to the lack of
liquidity to maintain its operation. On 18 August 2016, Hongri Acron has
resumed its production capacity to about 40% and is expected to return to
approximately 70% to 80% of capacity utilization by the end of 2016 and
full production in 2017. It’s further stated that the Directors will conduct a
review with senior management of Hongri Acron on the business activities
of Hongri Arcon Group for the purpose of formulating business plan and
strategies to procure Hongri Acron to resume full production as soon as
possible. As discussed with the management of the Company, the
temporary shutdown of some production lines was mainly due to the lack
of financial resources. Thus, the provision of financial assistance to Hongri
Acron will help it secure the funding to purchase the raw materials from
various suppliers to resume production gradually and Hongri Acron will
continuously seek new customers to buy those products after the
commencement of resumption of production. As such, we are of the view
that it is reasonable that Hongri Acron targets to resume 70% to 80%
production in 2016 and 100% in 2017.

We have also examined the biography of the Directors and senior
management team of the Group and believe they are well experience in the
fertiliser industry and therefore of the view that the Group are capable for
formulating suitable business plan and strategies to procure Hongri Acron
to resume full production. According to the 2015 Annual Report, set out
below the relevant fertilizer/agricultural related experience of the Group’s
Directors and senior management team.

CHI Wen Fu, the Chairman of the Group, originated an initial
research on organic agricultural production and funded a R&D project on
microbial compound fertilisers in early 1998.
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HU lie, the responsible person for the agricultural fertiliser business
of the Group, has over 20 years of experience in the fertiliser and
mechatronics industries. He was the Head of fertiliser factory of Century
Sunshine Jiangsu Co., Ltd. (A YETLHER/AR]) as well as the General
Manager of the production technology department.

ZHOU Jianhui, the responsible person for the safety environment
management of the Group, majored in agriculture with over 20 years of
experience in mining and agricultural fertilisers industries. Prior to joining
the Group, he was the Deputy Manager of Jiangsu Le He He Fertiliser
Company Limited, and the Head of Fertiliser factory of Jiangsu Longteng
Petrochemical Company Limited.

Given the strong experience in agriculture and fertilizer industry of
the Directors and senior management of the Group as described above, we
concur with the Board’s view that the Group can effectively formulate
business plan and strategies to procure Hongri Acron to resume its full
production as soon as possible.

Please refer to below subsection headed “Net loss and net current
liabilities position™ for the analysis on how the Group assist Hongri Arcon
Group to resolve its current liquidity problem.

(ii) Expiration of pollutants discharge permit before 7 September 2016

As set out in the Letter from the Board, Hongri Acron’s pollutants
discharge permit has been renewed on 7 September 2016 after its
expiration. We have obtained and reviewed the renewed pollutants
discharge permit.

(iii) Expiration of production licenses of sulfuric acid and ammonia

As set out in the Letter from the Board, Hongri Acron’s the
production licenses of sulfuric acid and ammonia, both are raw materials
for the production of the fertilizers, have currently expired. As advised by
the senior management of Hongri Acron, the production of these two
materials has been suspended due to low cost effectiveness and these two
products are currently sourced from independent suppliers. Hongri Acron
has applied to the relevant government authorities for the extension of the
renewal application of the production licenses.

As discussion with the management of the Company, such expiration
of the permits will not constitute a material financial effect on Hongri
Arcon Group because the raw materials of the main products of Hongri
Arcon Group are not related to the expired permits. Given Hongri Acron
will source these two products from independent suppliers until valid
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licenses have been obtained, we are of the view that the absence of the
production licenses shall not cause any material impact to the resumption
of the full plant capacity.

(iv) Government relocation plan

As stated in the Letter from the Board, the principal operation of
Hongri Acron located in Linyi City may be affected by the relocation plan.
On 2 July 2015, EF¥TH ARBUNH#AZ (Linyi Municipal People’s
Government Office*) issued the Notice in respect of (A) the closure and
relocation of (i) chemical companies which are within the city center and
did not complete the formalities or comply with the environmental
standards by the end of 2015; and (ii) chemical companies which are not
within the planned industrial area and did not comply with the
environmental, health and safety standards by the end of 2017; and (B)
relocation of all chemical companies by 2020. Hongri Acron was originally
listed as one of the companies to be relocated in 2016 but was later
permitted to postpone its relocation, which is now scheduled to start in
2018 and to complete by 2020.

Furthermore, as discussed with the management of the Company, we
understood that even the relocation happened, the local government would
generally provide certain compensation to the affected companies. We have
also reviewed the Regulation on the Expropriation of Buildings on State-
owned Land and Compensation 4 + b I 5 = BB E G issued
by the State Council of the PRC in 2011 and noted that the compensation
to be paid by the city and county people’s governments to the affected
entity shall include the compensation for (a) the value of the houses to be
expropriated; (b) relocation and temporary resettlement arising from the
house expropriation; and (c) losses arising from production and business
suspension caused by the house expropriation. We are also advised by the
management of the Company that the fixed assets of Hongri Acron are able
to be relocated to (i) the upcoming new production facilities in Jiangsu
province and (ii) the expanded production base in Jiansu province.
Furthermore, given the relocation is a one-off event and will not
materially affect the operation of Hongri Acron in long-term, (iii) although
the relocation cost cannot be estimated precisely at the present time,
Hongri Acron is entitled to the compensation for relocation costs and
acceptable timeframe to schedule for moving by phases without material
disruption to its existing production, we are therefore of the view that the
relocation will not materially impact the operation and financial of Hongri
Acron in long run.

Based on the PRC legal opinion, it is a common practice in the PRC
for the local government to negotiate with the affected entities regarding
the relocation. Such proposed relocation will be then commenced based on
the negotiation results and the relevant requirements. As stated in the
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Letter from the Board, there was no discussion between Hongri Acron and
the local government in respect of the relocation as at the Latest
Practicable Date.

(v) Net loss and net current liabilities position

Set out below the highlights of the audited consolidated financial
performance and position of Hongri Arcon Group for the three years ended
31 December 2014 and 2015 and six months ended 30 June 2016:

For the

six months

For the year ended ended

31 December 31 December 30 June
2014 2015 2016

HKD’000 HKD’000 HKD’000

Turnover 2,146,724 1,779,527 466,475

Gross profit 256,290 102,202 17,310

Loss before taxation 34,259 133,530 135,864

Loss for the year/period 34,261 133,531 135,864
As at

31 December 31 December 30 June

2014 2015 2016

HKD’000 HKD’ 000 HKD’000

Non-current assets 611,632 641,675 599,953
Current assets 840,104 766,498 385,900
Current liabilities 1,238,374 1,346,297 1,072,875
Non-current liabilities 27,735 14,329 —
Net current liabilities 398,270 579,799 686,975
Net assets/(liabilities) 185,627 47,547 (87,022)

As set out in the Letter from the Board, Hongri Acron had suspended
production for the period from March 2015 to April 2015 and gradually
resumed full production since November 2015. In early 2016, Hongri
Acron decided to has temporarily reduced production to approximately
20% of the plant capacity due to the lack of liquidity to maintain its
operation following the aforesaid suspension. We noted that the turnover
of Hongri Arcon Group was decreased by approximately 17.1% for the
year ended 31 December 2015 as compared to prior year which is mainly
due to the aforesaid suspended and reduced production during 2015.
Furthermore, given (i) the underutilization of production facilities and
hence significantly lower revenue recorded for the same period and (ii) the
occurrence of relatively fixed selling and administrative expense and
finance costs that are uncorrelated to the turnover of Hongri Arcon Group,
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(iii) the fair value loss recognised in respect of corporate guarantees
amounting to approximately HK$28,672,000 and HK$67,556,000 and (iv)
the assets impairment amounting to approximately HK$201,213,000 and
HK$5,721,000 for the two years ended December 2013 and 2014
respectively. As such, it recorded overall net loss for the same period.
Nevertheless, by excluding the amount of fair loss of corporate guarantees
and asset impairment, which is considered a non-recurring in nature and
such effects are not related to the operation and profitability, Hongri Arcon
Group would record net profits for the two years ended December 2013
and 2014. Furthermore, Hongri Acron Group recorded the turnover of
approximately HK$2,658,737,000, HK$2,146,724,000, HK$1,779,527,000
and HK$466,475,000 and a gross profit of approximately
HK$280,620,000, HK$256,290,000, HK$102,202,000 and HK$17,310,000
for each of the year ended 31 December 2013, 2014 and 2015 and for the
six months ended 30 June 2016 respectively which indicate that the
products of Hongri Arcon have profitability. Moreover, as stated above,
the Directors and senior management team of the Group possess well
experience in the fertiliser industry and the Group is competent to improve
the cost structure and the profitability of the Hongri Acron Group upon the
completion of the Acquisition, we are therefore of the view that (i) the
core profitability of Hongri Arcon Group’s products remain strong resulted
from the brands of its products and the broad customers base and (ii) the
financial result of Hongri Arcon Group will be improved after the
resumption of the normal capacity of production because of the
improvement of the liquidity of Hongri Arcon Group after Completion.

Hongri Arcon Group recorded net current liabilities as at 31
December 2014, 31 December 2015 and 30 June 2016. As advised by the
management of the Company, the net current liabilities position of Hongri
Arcon Group was mainly resulted from its heavy indebtedness position due
to the (i) financing of capital investments in production facilities and its
ordinary course of business for the past few years; (ii) the operating loss of
Hongri Arcon Group for the year ended 31 December 2015 and for the six
months ended 30 June 2016 due to the business interruption as disclosed in
the Letter from the Board; and (iii) the corporate guarantees of
approximately HK$96,228,000, HK$70,509,000 and HK$48,625,000 as at
year ended 31 December 2014 and 31 December 2015 and six months
ended 30 June 2016 respectively. Such corporate guarantees provided by
Hongri Acron for each of Huasheng Jiangquan Group Co. Ltd. and its
subsidiary and Linyi Meilian Zhonggong Co. Ltd., both of which are
Independent Third Parties, with a sum of approximately RMB181,000,000
(equivalent to approximately HK$211,372,000) and approximately
RMB39,000,000 (equivalent to approximately HK$45,544,000)
respectively as at 30 June 2016. We agreed with the Board’s view given
the borrowings that due within one year represented approximately 46.9%,
31.9% and 39.7% of Hongri Arcon Group’s current liabilities as at 31
December 2014, 31 December 2015 and 30 June 2016 respectively.
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As set out in the Letter from the Board, pursuant to the Acquisition
Agreement, the Purchaser conditionally agreed to procure Financial
Assistance for Hongri Arcon Group. In addition, leveraging on the Group’s
ability of effectively raise capital and its well-maintained relationship with
banks, the Group will adopt measures to adjust the loan structure of
Hongri Acron following Completion, including but not limited to,
renegotiate the existing terms of borrowings and/or conduct fund raising
activities to finance the operations of Hongri Acron in order to lower the
finance costs and improve the gearing position of Hongri Acron. In
addition, the Group will liaise with banks and the principal debtors in
order to reduce Hongri Acron’s exposure to the above corporate
guarantees.

According to our discussion with the management of the Company,
the Group has been maintaining its relationship with certain multinational
and the PRC banks for 1 to 11 years. We have also obtained and reviewed
the loan agreements entered into between the Group and such banks and
concur such relationship exists. Also, we have obtained and reviewed
certain correspondence between the Group and several banks and noted
that the responses from such banks to the Group’s Acquisition and
Provision of Financial Assistance are supportive in general which
demonstrate the positive relationship with those banks. As discussed with
the management of the Company, such positive relationship will facilitate
the Group to obtain the bank loan for Hongri Arcon Group.

As stated above, there are corporate guarantees of approximately
HK$96,228,000, HK$70,509,000 and HK$48,625,000 as at year ended 31
December 2014 and 31 December 2015 and six months ended 30 June
2016 respectively provided by Hongri Acron to each of Huasheng
Jiangquan Group Co. Ltd. and its subsidiary and Linyi Meilian Zhonggong
Co. Ltd. As stated in the Letter from the Board, because the banks in
China usually request guarantees for the bank loans, Hongri Acron has
acted as the guarantors for the banking facilities granted to the both
aforesaid companies and in return, both companies also guarantee the
banking facilities granted to Hongri Acron. As advised by the Company,
such guarantee arrangement to obtain the bank loans is not uncommon in
Linyi City. In order to improve the financial services and facilitate the real
economy to upgrade and transform, the government of Shandong province
issued a public announcement on 30 June 2016 regarding the development
of financial support to real economy (1L & N EEU HF - BE B 7 4 fil 52
FRE B A9 (1) 72 JL)) which indicated that such guarantee arrangement
is not uncommon. We have obtained and reviewed such announcement. As
confirmed by the management of the Company, the reasons of entering
into such guarantee arrangement are (i) the financial need to obtain the
bank loans to maintain its liquidity and (ii) the requirement of the banks to
provide such guarantee. In order to maintain the liquidity of Hongri Acron
for its operation, it is reasonable for Hongri Acron to entering such
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guarantee arrangement. Having consider that (i) such guarantee
arrangement to obtain the bank loans is not uncommon in Linyi City and
mutually beneficial in nature; (ii) the financial need of Hongri Acron to
obtain the bank loans for its operation and (iii) there is no other
commercial arrangement or business relationship exists among the
respective parties besides the above corporate guarantees, we are of the
view that such guarantee arrangement is fair and reasonable to the
Company.

As stated in the Letter from the Board, as at Latest Practicable Date,
the bank loans of Hongri Acron guaranteed by Independent Third Parties,
including Huasheng Jianquan Group Co. Ltd and Linyi Meilian Zhonggong
Co. Ltd, amounted to RMB163,000,000 that is lower than the amounts of
RMB180,000,000 which are guaranteed by Hongri Acron. However,
having consider that (i) there is the financial need of Hongri Acron as
stated above and (ii) the amounts guaranteed by those Independent Third
Parties are substantially proportionate (i.e. approximately 90.6%) to the
amounts guaranteed by Hongri Arcon, we are of view that entering into
such guarantee arrangement is reasonable in this regard. It is noted that if
the counterparties default on the aforesaid loans which are guaranteed by
Hongri Arcon, Hongri Arcon could be called upon to fulfill the payment
obligations under such corporate guarantees. For the details, please refer to
the paragraph headed “RISK FACTORS — RISK RELATING TO THE
DEFAULT ON BANK LOANS GRANTED TO CERTAIN
INDEPENDENT BORROWERS UNDER THE EXISTING CORPORATE
GUARANTEES PROVIDED BY THE TARGET GROUP” in the Letter
from the Board.

In addition, given the provision of guarantee or securities by the
Group and the provision of the products brands of Hongri Acron to the
Group for procuring financing to Hongri Arcon Group, we are of the view
that the Group shall face no material difficulties to procure suitable
financial assistance to finance the operations of Hongri Acron.

Based on the foregoing analysis, in particular (i) with the assistance
of the Group to procure suitable financial assistance to finance the
operations of Hongri Acron and turnaround of the current financial distress
of Hongri Acron, (ii) Hongri Arcon Group shall face no major obstacle in
resuming its production after the improvement of the liquidity of Hongri
Acron, (iii) the Acquisition can further expand the Group’s existing
operating scale and its fertilizer business and (iv) the strong outlook of the
PRC compound fertilizer industry, we are of the view that the entering into
of the Acquisition Agreement and the Provision of Financial Assistance is
in the interests of the Company and the Shareholders as a whole.
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II. PRINCIPAL TERMS OF THE ACQUISITION AGREEMENT

As set out in the Letter from the Board, set out below the major terms of the Acquisition

Agreement:

Date

Parties

Assets to be acquired

Consideration

Undertakings

Conditions precedent

3 August 2016

Long Xiang Enterprises Limited, as the Purchaser
Prosperous Rich Holdings Limited, as the Vendor
Acronagrotrans Ltd, as the Target Company

The Purchaser conditionally agreed to buy, and the Vendor
conditionally agreed to sell the Sale Share.

US$1 (equivalent to approximately HK$7.76) (the
“Consideration™)

The Purchaser undertakes to use reasonable efforts to
procure Hongri Acron or its subsidiaries to repay the
outstanding balance of the Certain Existing Debts by not
later than 25 December 2016. In the event that the
outstanding balance of the Certain Existing Debts is not
fully repaid on or prior to 25 December 2016, the Purchaser
shall procure the provision of Financial Assistance for the
repayment of the outstanding balance of the Certain Existing
Debts by not later than 30 December 2016.

The Purchaser undertakes to use reasonable efforts to assist
Hongri Arcon Group to procure financing from banks and
financial institutions and/or shall provide any forms of
guarantee or securities (upon request by such banks and
financial institutions) in aggregate loan amount not
exceeding RMB250,000,000 (equivalent to approximately
HK$292,500,000).

As stated in the Letter from the Board, the Completion is
subject to the fulfillment or waiver (as the case may be) of
the conditions precedent in the Acquisition Agreement (the
“Conditions Precedent”), including but not limited to the
Purchaser’s satisfaction with the results of the due diligence
review. We consider the long stop date of the Acquisition,
being 2 August 2017 and is more than 10 months from the
Latest Practicable Date, should allow sufficient time for the
Purchaser to conduct due diligence on the Acquisition.

As stated in the Letter from the Board, none of the

Conditions Precedent has been fulfilled as at the Latest
Practicable Date.
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Consideration

Having considered (i) the ability to turnaround of the current financial distress of
Hongri Acron, (ii) Hongri Arcon Group shall face no major obstacle in resuming its
production after the improvement of the liquidity of Hongri Acron, (iii) the Acquisition
can further expand the Group’s existing operating scale and its fertilizer business and (iv)
the strong outlook of the PRC compound fertilizer industry as discussed in previous
section, we are of the view that the insignificant consideration for Acquisition of US$1 is
on normal commercial terms and are fair and reasonable as a whole.

Undertakings for Certain Existing Debts

As discussed with the management of the Company, Certain Existing Debts
amounting to RMB20,300,000 arose from the receipt in advance by Hongri Acron from
one of its PRC customers for its provision of fertilizer products from January to March
2016. We have reviewed the relevant sales contracts and noted that in the event that the
Hongri Acron is not able deliver the products in a prescribed time, Hongri Acron shall
return the respective advances to such customer. Given (i) the prescribed time stipulated
in such sales contracts has lapsed, (ii) such undertaking is only based on reasonable
efforts of the Group but is not strictly binding in nature, (iii) it’s in the Group’s interest as
well to procure Hongri Acron or its subsidiaries to repay the Certain Existing Debts
otherwise Hongri Acron might be sued by relevant customers, we are of the view that the
inclusion of such undertaking in the Acquisition Agreement is acceptable as a whole.

Undertakings for Provision of Financial Assistance

In light of the current financial position of Hongri Arcon Group as stated above,
upon Completion, the Purchaser has conditionally agreed to use reasonable efforts to
assist Hongri Arcon Group to procure financing from banks and financial institutions and/
or shall provide any forms of guarantee or securities (upon request by such banks and
financial institutions) in aggregate loan amount not exceeding RMB250,000,000
(equivalent to approximately HK$292,500,000) for the working capital of Hongri Arcon
Group’s fertilizer business and repayment of Certain Existing Debts.

As discussed with the management of the Company, the basis in determining the
amount of RMB250,000,000 has been referencing to the financial position of Hongri
Arcon Group as at 30 June 2016. According to Hongri Arcon Group’s Accountants’
Report, the net current liabilities as at 30 June 2016 is amounted to approximately
HK$686,975,000 which included the borrowings of approximately HK$426,246,000. As
discussed with the management of the Company, such borrowings are mainly composed of
bank loans which offer the flexibility for Hongri Arcon Group to renew such loans and
Hongri Arcon Group shall face no major obstacle in renewal of such loans based on the
historical record of the renewal. By excluding such bank loans, the net current liabilities
amounted to approximately HK$260,729,000, representing the imminent capital
requirement by the Group to remain a healthy liquidity position and to pay its obligation
that fall dues in upcoming 12 months. Therefore, we are of the view that the assistance to
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be provided by the Group to procure financing of the amount of RMB250,000,000
(equivalent to approximately HK$292,500,000) for Hongri Arcon Group is justified and
sufficient for Hongri Acron to materially rectify the financial position as at 30 June 2016.

Given (i) such undertaking is only based on reasonable efforts of the Group but not
strictly binding in nature and (ii) it’s in the Group’s interest as well to assist Hongri Arcon
Group to procure financing otherwise Hongri Arcon Group do not have enough liquidity
to carry out its operation in future, we are of the view that the inclusion of such
undertaking in the Acquisition Agreement is acceptable as a whole.

III. FINANCIAL EFFECTS OF THE ACQUISITION

Upon Completion of the Acquisition, the financial results, assets and liabilities of Target
Group would be consolidated into the Group’s consolidated financial statements.

(1) Earnings

Based on the audited consolidated financial statements of the Group as at 31
December 2015, the Group recorded an audited profit of approximately RMB341,885,000
for the year ended 31 December 2015. Based on Hongri Arcon Group’s Accountants’
Report as set out in Appendix II to the Circular, the audited loss of Hongri Arcon Group
for FY2015 amounted to approximately HK$133,531,000. It is expected that Hongri
Arcon Group would contribute to the results of the Enlarged Group after completion of
the Acquisition.

(2) Assets and liabilities

Based on the unaudited pro forma financial information of the Enlarged Group as set
out in Appendix III to the Circular and assuming completion of the Acquisition had taken
place on 30 June 2016, as a result of the Acquisition, (i) the total assets of the Enlarged
Group would increase by approximately 23.5% to approximately HK$7,044,072,000; (ii)
the total liabilities of the Enlarged Group would increase by approximately 45.6% to
approximately HK$3,714,255,000; and (iii) the net assets of the Enlarged Group would
increase by approximately 5.7% to approximately HK$3,329,817,000.

(3) Working Capital

As set out in the Letter from the Board, the Consideration of US$1 is expected to
settle by cash from its internal resources. According to the interim report of the Group for
the six months ended 30 June 2016, the Group has bank and cash balances of
approximately HK$1,803,651,000. Based on the existing available cash and the operating
cash to be generated by the Group in the near future, the Directors are confident that the
Company will have adequate cash to settle the payment of the Consideration when the
Acquisition Agreement becomes effective. It is expected the Group’s bank and cash
balances would be reduced by the amount of the Consideration payable after the
Acquisition.
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It should be noted that the aforementioned analyses are for illustrative purpose only
and does not purport to represent how the financial position of the Group will be upon
completion of the Acquisition.

CONCLUSION AND RECOMMENDATION

Having taken into account the above factors and reasons, we are of the opinion that (i) the
execution of the Acquisition Agreement is in the ordinary and usual course of the business of
the Group, (ii) the execution of the Acquisition Agreement is in the interests of the Company
and the Shareholders as a whole and (iii) the terms of the Acquisition Agreement are on
normal commercial terms and are fair and reasonable so far as the Independent Shareholders
are concerned. Therefore, we advise (i) the Independent Board Committee to recommend the
Independent Shareholders to vote in favor of the relevant resolution to approve the Acquisition
Agreement and the transactions contemplated thereunder at the EGM; and (ii) the Independent
Shareholders to vote in favor of the relevant resolution to approve the Acquisition Agreement
and the transactions contemplated thereunder at the EGM.

Yours faithfully,
For and on behalf of
TC Capital International Limited
Stanley Chung
Managing Director

Note: Mr. Stanley Chung has been a responsible officer of Type 6 (advising on corporate finance) regulated
activities under the Securities and Futures Ordinance since 2006. He has participated in and completed
various advisory transactions in respect of connected transactions of listed companies in Hong Kong.
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I.

FINANCIAL INFORMATION OF THE GROUP

The financial information of the Group for each of the year ended 31 December 2013, 2014

and 2015 and the six months ended 30 June 2016 are disclosed in the following documents
which have been published on the website of the Stock Exchange (www.hkexnews.hk) and the
Company’s website (http://www.centurysunshine.com.hk/en/index.php):

II.

e Interim report of the Company for the six months ended 30 June 2016 published on
14 September 2016 (pages 22—46).

http://www.hkexnews.hk/listedco/listconews/SEHK/2016/0914/LTN20160914061.pdf

e  Annual report of the Company for the year ended 31 December 2015 published on
18 April 2016 (pages 69 to 196);

http://www.hkexnews.hk/listedco/listconews/SEHK/2016/0418/LTN20160418135.pdf

e  Annual report of the Company for the year ended 31 December 2014 published on
26 March 2015 (pages 65 to 172); and

http://www.hkexnews.hk/listedco/listconews/SEHK/2015/0326/LTN20150326021.pdf

e  Annual report of the Company for the year ended 31 December 2013 published on
17 March 2014 (pages 57 to 164).

http://www.hkexnews.hk/listedco/listconews/SEHK/2014/0317/LTN20140317021.pdf
INDEBTEDNESS
Borrowings and debts Borrowings

As at the close of business on 31 July 2016, being the latest practicable date for the
purpose of this indebtedness statement, the Enlarged Group had an unsecured borrowing
of approximately HK$1,071 million and secured bank borrowings of approximately
HK$1,340 million.

Pledge of assets

As at the close of business on 31 July 2016, the Enlarged Group had pledged certain
of its property, plant and equipment, land use rights and deposits with bank of the
Enlarged Group with a value of approximately HK$431 million, HK$174 million and
HK$176 million, respectively, to secure the bank borrowings.

Corporate guarantee

As at 31 July 2016, the Enlarged Group’s secured borrowings of approximately
HKS$191 million was guaranteed by the corporate guarantee.
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As at 31 July 2016, the Enlarged Group has provided corporate guarantees to

independent third parties to finance their secured borrowings of approximately HK$210
million.

Exchangeable bond

As at the close of business on 31 July 2016, being the latest practicable date for the

purpose of the indebtedness statement prior to the printing of this circular, the Group has
an exchangeable bond issued to Wan Tai Investments Limited, an indirectly and wholly-
owned subsidiary of CCB International (Holdings) Limited, in the amount of HK$232
million which bears interest at 8% per annum.

Contingent liabilities

@)

(i1)

On 15 January 2013, Capital Idea Investments Limited (“Capital Idea”, a wholly
owned subsidiary of the Company) acquired 2,180 shares of China Rare Earth
Magnesium Technology Holdings Limited (“CREMTH”, formerly known as China
Magnesium Limited) from Mr. Miao Xi Zhu (“Mr. Miao”) at a consideration of
HK$32,089,382. CREMTH is a non-wholly owned subsidiary of the Company and is
currently mainly owned as to 64.99% by Fullocean Group Limited (‘“Fullocean” a
non-wholly owned subsidiary of the Company), 23.28% by Capital Idea and 8.73%
by Win Union Limited (“Win Union”). Win Union is also the minority shareholder
of Fullocean. Mr. Miao considered that he was misled to enter into the transaction at
an undervalue. On 6 October 2014, Mr. Miao lodged a claim in relation to the
transaction at the High Court of Hong Kong against Mr. Shum, Mr. Chi, Capital Idea
and Win Union for the losses arising from selling shares at an undervalue. Mr.
Shum, Mr. Chi and Capital Idea considered that the allegation of Mr. Miao went
against the facts seriously. Prior to the completion of the transaction, Mr. Miao has
been the second largest shareholder and director of CREMTH with full knowledge of
its overall operation and development plans. The consideration of the transaction was
determined after over one month’s negotiation between each party based on the
assets, liabilities and performance of CREMTH, and thus there was no so-called sales
at undervalue. To the best knowledge of the Company, as of Latest Practicable Date,
the writ of summons of the litigation has been served for Mr. Shum and Mr. Chi, but
not Capital Idea. Upon receiving the writ, Capital Idea will seek legal advice in
relation to the claim and the necessary actions to be taken in this respect and will
vigorously defend against the claim. The Company is of the view that this litigation
will not have a material adverse impact on the business operation and financial
position of the Enlarged Group. The Directors are of the opinion that no provision is
required to be made.

As at 31 December 2013, 31 December 2014, 31 December 2015 and 30 June 2016,
Hongri Acron has executed financial guarantees to certain banks for credit facilities
granted to Independent third party, amounting to approximately RMB240,000,000,
RMB403,000,000, RMB312,000,000 and RMB220,000,000 respectively in which
approximately RMB240,000,000, RMB403,000,000, RMB312,000,000 and
RMB220,000,000 have been utilized respectively.

12—



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

III. WORKING CAPITAL

As at the Latest Practicable Date, the Directors are of opinion that the Enlarged Group has
sufficient working capital for its present requirements that is for at least the next 12 months
from the date of publication of this circular in the absence of unforeseen circumstances.

IV. MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors were not aware of any material adverse
change in the financial and trading position of the Group since 31 December 2015, being the
date to which the latest published audited consolidated financial statement of the Group were
made up.

V. FINANCIAL AND TRADING PROSPECTS OF THE ENLARGED GROUP

The Group is principally engaged in the fertilizer business, magnesium product business
and metallurgical flux business. Upon Completion, the Enlarged Group will further expand its
operating scale in and enhance the growth of fertilizer business in the PRC.

(i) Fertilizer business

In order to achieve the strategic objective of developing Group’s fertilizer business to the
national forefront and accelerate the rapid growth of the business, the Group proactively seeks
appropriate merger and acquisition opportunities and keeps expanding its production scale.

As discussed in the section headed ‘“Reasons for and Benefit of the Transactions™ in the
letter from the Board contained in this circular, Hongri Acron is a well-established and leading
fertilizer producer in the PRC with decades of proven operational history, rich product
portfolio, well-recognized brands and extensive national market network. Despite the current
financial and business position of the Target Group, the Board is of the view that through the
Financial Assistance and under the Group’s management and knowhow, it is expected to turn
around the Target Group’s financial performance.

The Board believes that the Acquisition will create synergy by allowing the Group to
further expand its operating scale, enriching its product offerings and strengthening its market
coverage and product penetration nationwide by sharing customer base and sales network. The
Board believes that the Acquisition can bring long-term strategic benefits to the Group.

Supported by the long term favourable government policies in the PRC and in pace with
the sustainable development trend, it is the Group’s business direction to expand its business
scale in both fertilizer and magnesium product business. The Group will continue to seize the
opportunity to enrich its product range in compound fertilizers and expand its distribution
footprints within the fertiliser industry in the PRC and develop ecological fertilizers.

N e



APPENDIX I FINANCIAL INFORMATION OF THE GROUP

(ii) Magnesium business

The Group has invested heavily in the research and development of magnesium alloy
projects since 2008. The Group currently holds a rich and quality reserve of dolomite mineral
resource, a highly developed basic magnesium and magnesium alloy production base, and
possesses a number of exclusive patents in high performance magnesium alloy manufacturing
methods and technologies. Achieving fully in independent supply of upstream resources and
downstream production capacity provides good conditions and driving forces for development
of the magnesium product business.

Group Sense (International) Limited (“GSIL”) (stock code: 601), a subsidiary of the
Company and whose shares are listed on the Stock Exchange, has an established magnesium
and semi-coke production lines in Xinjiang. GSIL intends to expand its annual production
capacity of 15,000 tonnes of magnesium to the designed production capacity up to 100,000
tonnes. Upon completion of the expansion, the aggregate production capacity of the Group is
expected to reach 175,000 tonnes in the future, which would further enhance the market
position of the Group in the magnesium industry.

(iii) Other businesses

Other businesses of the Group include metallurgical flux and electronic products. The
Group will maintain the stable income in both electronic products business and metallurgical
flux business, and further effectively manage the cost and optimize the operating performance
of both businesses.

Leveraging on its advantages in technology and resources in the fertilizer and the
magnesium businesses, the Group will continue to invest in research and development and
implement capacity expansion plan so as to proactively expand to new markets with
differentiated strategies and cater its products specifically to the needs of consumers.

The Directors believes that the above strategies will enable the Enlarged Group to develop
its businesses to the forefront of the industries in the PRC and bring good returns to the
Shareholders.

As at the Latest Practicable Date, to the best knowledge of the Directors, neither the
Company nor the Board had any intention, arrangement, agreement, understanding or
negotiation on (i) any disposal/termination/scaling down of the Company’s existing businesses;
(ii) injection of any new business to the Company other than the Acquisition; and (iii) any
change in the Company’s board composition and shareholding structure.
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The following is the text of a report received from the reporting accountants, HLB
Hodgson Impey Cheng Limited, Certified Public Accountants, prepared for the purpose of
incorporation in the circular.

Bl #F &t =% 5 4 R A 3§ 31/F, Gloucester Tower
HLB Hodgson Impey Cheng Limited The Landmark
11 Pedder Street
Central
Hong Kong

27 September 2016

The Board of Directors

Century Sunshine Group Holdings Limited
Unit 2605, 26/F Harbour Centre

25 Harbour Road Wanchai

HONG KONG

Dear Sirs,

We set out below our report on the financial information of Shandong Hongri Acron
Chemical Joint Stock Company, Ltd (the “Target Company”), and its subsidiaries (hereinafter
collectively referred to as the “Target Group”), comprising the consolidated statements of
financial position of the Target Group as at 31 December 2013, 2014 and 2015 and 30 June
2016, and the consolidated statements of profit or loss and other comprehensive income, the
consolidated statements of changes in equity and the consolidated statements of cash flows of
the Target Group for the years ended 31 December 2013, 2014 and 2015, for the six months
period ended 30 June 2016 (the “Relevant Periods”), together with the note thereto (the
“Financial Information”), and the comparative consolidated statement of profit or loss and
other comprehensive income, the consolidated statement changes in equity and the consolidated
statement of cash flows of the Target Group for the six months ended 30 June 2015 (the
“Unaudited Comparative Financial Information™), prepared on the basis of presentation set
out in Note 3 of Section II below, for inclusion in the circular of Century Sunshine Group
Holdings Limited (the “Company”) dated 27 September 2016 (the “Circular”) in connection
with the sale and purchase agreement dated 3 August 2016 (the “Agreement”) entered into
between Long Xiang Enterprises Limited, a wholly-owned subsidiary of the Company (the
“Purchaser”), Prosperous Rich Holdings Limited (the “Vendor”) and Acronagrotrans Ltd
pursuant to which the Company would acquire the entire issued share capital of Acronagrotrans
Ltd at a total consideration of US$1 (the ‘“Consideration”), (collectively refer as the
“Acquisition”).

The Target Company was incorporated in the People’s Republic of China (the “PRC™)
with limited liabilities on 26 April 1993. The Target Group is principally engaged in fertilizer
business in the PRC.

The Target Group adopts 31 December as its financial year end date.
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BASIS OF PREPARATION

For the purpose of this report, the directors of the Target Group have prepared the
Financial Information for the Relevant Periods that give a true and fair view in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong
Institute of Certified Public Accountants (the “HKICPA”), and for such internal control as the
directors of the Target Group determine is necessary to enable the preparation of the Financial
Information that are free from material misstatement, whether due to fraud or error. The
Financial Information for each of the Relevant Periods were audited by us in accordance with
Hong Kong Standards on Auditing issued by the HKICPA. The Financial Information set out
in this report has been prepared from the unaudited financial statements of the Target Group
with no adjustments made thereon.

RESPONSIBILITY OF THE DIRECTORS

The directors of the Company and the Target Group are responsible for the contents of the
Circular, including the preparation of the Financial Information that gives a true and fair view
in accordance with the basis set out in Note 3 of Section II. The directors of the Company and
the Target Group are responsible for the preparation of the Financial Information and the
Unaudited Comparative Financial Information that give a true and fair view in accordance with
HKFRSs and for such internal control as the directors determine is necessary to enable the
preparation of the Financial Information and the Unaudited Comparative Financial Information
that are free from material misstatement, whether due to fraud or error.

REPORTING ACCOUNTANTS’ RESPONSIBILITY

For the Financial Information for the Relevant Periods, it is our responsibility to form an
independent opinion on the Financial Information based on our examination and to report our
opinion to you. We examined the relevant audited financial statements of the Target Group for
the Relevant Periods, and carried out such procedures as are necessary in accordance with the
Auditing Guideline 3.340 “Prospectuses and the Reporting Accountant” issued by the
HKICPA.

For the purpose of this report, we have reviewed the Unaudited Comparative Financial
Information for which the directors of the Company are responsible, in accordance with Hong
Kong Standard on Review Engagements 2410 ‘“Review of Interim Financial Information
Performed by the Independent Auditor of the Entity” issued by the HKICPA. A review
consists principally of making enquiries of the management and applying analytical procedures
to the Unaudited Comparative Financial Information and based thereon, assessing whether the
accounting policies and presentation have been consistently applied unless otherwise disclosed.
A review excludes audit procedures such as tests of controls and verification of assets,
liabilities and transactions. It is substantially less in scope than an audit and therefore provides
a lower level of assurance than an audit. Accordingly, we do not express an audit opinion on
the Unaudited Comparative Financial Information.
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OPINION IN RESPECT OF THE FINANCIAL INFORMATION

In our opinion, for the purpose of this report, the Financial Information gives a true and
fair view of the financial position of the Target Group as at 31 December 2013, 2014 and 2015
and 30 June 2016 and of the financial performance and cash flows of the Target Group for
each of the Relevant Periods.

REVIEW CONCLUSION IN RESPECT OF THE INTERIM COMPARATIVE
INFORMATION

Based on our review, which does not constitute an audit, for the purpose of this report,
nothing has come to our attention that causes us to believe that the Unaudited Comparative
Financial Information is not prepared in all material respects, in accordance with the same
basis adopted in respect of the Financial Information.

EMPHASIS OF MATTER

Without qualifying our opinion, we draw attention to Note 3 to the Financial Information
which indicates that the Target Group incurred a net loss of approximately HK$202,794,000,
HK$34,261,000, HK$133,531,000 and HK$135,864,000 during the years ended 31 December
2013, 2014 and 2015 and the period ended 30 June 2016 and, as of 30 June 2016, the Target
Group’s current liabilities exceeded its total assets by HK$87,022,000. Notwithstanding the
above, the Financial Information have been prepared on a going concern basis, the validity of
which is dependent on the Target Group’s ability to obtain external source of funding and
derive adequate operating cash flows from the existing operations in order for the Target Group
to meet its financial obligations as they fall due and to finance its future working capital and
financial requirements. These conditions, along with other matters set forth in Note 3, indicate
the existence of a material uncertainty which may cast significant doubt about the Target
Group’s ability to continue as a going concern.
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I. FINANCIAL INFORMATION

Consolidated Statement of Profit or Loss and Other Comprehensive Income

For the For the For the  Six months  Six months
year ended  year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
Notes HK$’000 HK$’000 HKS$’000 HKS$’000 HK$’000
(Unaudited)
Revenue 7 2,058,737 2,146,724 1,779,527 944,242 466,475
Cost of sales (2,378,117) _ (1,890,434)  (1,677,325) (889,098) (449,165)
Gross profit 280,620 256,290 102,202 55,144 17,310
Other income and gains 9 45,564 13,146 18,046 23 13,701
Selling and marketing cost (77,457) (63,648) (87,497) (39,918) (21,740)
Administrative expenses (412,065) (200,805) (127,633) (75,996) (130,262)
Finance costs 10 (39,452) (39,242) (38,648) (18,055) (14,873)
Loss before income tax
expense (202,790) (34,259 (133,530 (78,802) (135,864)
Income tax expense 11 4 (2) (1) — —
Loss for the year/period 12 (202,794) (34,261) (133,531) (78,802) (135,864)
Other comprehensive income
for the year/period,
net of tax:
— Exchange differences on
translating foreign
operations 10,691 (1,316) (4,549) 14,142 1,295
Total comprehensive loss
for the year/period,
net of tax (192,103) (35,577) (138,080) (64,660) (134,569)

The accompanying notes form an integral part of the Financial Information.
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Consolidated Statement of Financial Position

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016

Notes HK$’000 HK$’000 HK$’000 HK$°000

Non-current assets

Land use right 15 66,347 62,941 56,769 54,129
Property, plant and equipment 16 516,573 543,850 581,578 543,185
Intangible assets 17 6,206 4,841 3,328 2,639

589,126 611,632 641,675 599,953

Current assets
Trade and other receivables,

prepayments and deposits 20 266,855 319,210 227,776 97,384
Inventories 19 286,996 392,974 344,345 124,619
Land use right 15 3,038 3,019 2,860 2,797
Financial assets at fair value

through profit and loss 21 87,081 26,474 31,057 —
Pledged bank deposits 22 22,732 51,474 134,965 140,058
Cash and cash equivalents 22 28,668 46,953 25,495 21,042

695,370 840,104 766,498 385,900
Current liabilities
Trade and other payables 23 645,111 560,154 845,146 597,238
Financial guarantee liabilities 25 28,672 96,228 70,509 48,625
Tax payables | — — —
Borrowings 24 354,431 581,164 429,858 426,246
Dividend payable 833 828 784 766

1,029,048 1,238,374 1,346,297 1,072,875

Net current liabilities (333,678) (398,270) (579,799) (686,975)
Total assets less current

liabilities 255,448 213,362 61,876 (87,022)
Non-current liabilities
Borrowings 24 34,244 27,735 14,329 —
Net assets/(liabilities) 221,204 185,627 47,547 (87,022)

Capital and reserves

Paid-in capital 26 122,340 122,340 122,340 122,340
Reserves 98,864 63,287 (74,793) (209,362)
221,204 185,627 47,547 (87,022)

The accompanying notes form an integral part of the Financial Information.
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Consolidated Statement of Changes in Equity

Share Share Statutory Exchange Accumulated
capital  premium reserve reserve losses Total
HK$’000  HK$'000  HK$'000  HK$'000 HK$’000  HK$’000
At 1 January 2013 122,340 52,481 239,681 37,621 (38,816) 413,307
Loss for the year — — — — (202,794)  (202,794)
Exchange difference
arising from
translation of foreign
operations — — — 10,691 — 10,691
Total comprehensive
income/(loss)
for the year — — — 10,691 (202,794)  (192,103)
At 31 December 2013
and 1 January 2014 122,340 52,481 239,681 48,312 (241,610) 221,204
Loss for the year — — — — (34,261) (34,261)
Exchange difference
arising from
translation of foreign
operations — — — (1,316) — (1,316)
Total comprehensive
loss for the year — — — (1,316) (34,261) (35,577)
At 31 December 2014 122,340 52,481 239,681 46,996 (275,871) 185,627

- 1I-6 -



APPENDIX II ACCOUNTANTS’ REPORT OF HONGRI ACRON GROUP

Share Share Statutory Exchange Accumulated
capital premium reserve reserve losses Total
HK$’000  HK$000  HK$’000  HK$'000 HK$’000  HK$’000

At 1 January 2015 122,340 52,481 239,681 46,996 (275,871) 185,627

Loss for the year — — — — (133,531)  (133,531)

Exchange difference
arising from
translation of foreign
operations — — — (4,549) — (4,549)

Total comprehensive
income for the year — — — (4,549) (133,531) _ (138,080)

At 31 December 2015
and 1 January 2016 122,340 52,481 239,681 42,447 (409,402) 47,547

Loss for the period — — — — (135,864)  (135,864)

Exchange difference
arising from
translation of foreign
operations — — — 1,295 — 1,295

Total comprehensive
income for the

period — — — 1,295 (135,864) _ (134,569)
At 30 June 2016 122,340 52,481 239,681 43,742 (545,266) _ (87,022)
At 1 January 2015 122,340 52,481 239,681 46,996 (275,871) 185,627
Loss for the period — — — — (78,802) (78,802)

Exchange difference
arising from
translation of foreign
operations — — — 14,142 — 14,142

Total comprehensive
income for the
period — — — 14,142 (78,802) (64,660)

At 30 June 2015 122,340 52,481 239,681 61,138 (354,673) 120,967
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Consolidated Statement of Cash Flows

For the For the For the Six months  Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HKS$°000 HK$’000 HKS$°000 HKS$°000 HK$°000
(Unaudited)
OPERATING ACTIVITIES
Loss before taxation (202,790) (34,259) (133,530) (78,802) (135,864)
Adjustments for:
Interest income (2,248) (4,709) (3,790) — (1,011)
Amortisation of intangible
assets 1,297 1,328 1,310 665 626
Amortisation of land use right 2,969 3,006 2,963 1,505 1,416
Finance cost 39,452 39,242 38,648 18,055 14,873
Loss on disposal of property,
plant and equipment 23,478 1,089 3,560 2,246 4,510
Depreciation 74,572 57,885 42,230 31,688 16,073
Impairment loss on property,
plant and equipment 201,213 5,721 3,014 — 25,354
Reversal of impairment on
trade and other receivables — (7,448) (2,720) — (5,545)
Impairment loss on trade and
other receivables 11,561 9,851 18,328 — 10,045
Fair value change of financial
guarantee liabilities 28,672 67,556 (25,719) (19,896) (21,884)
OPERATING CASH FLOWS
BEFORE MOVEMENTS IN
WORKING CAPITAL 178,176 139,262 (55,706) (44,539) (91,407)
(Increase)/decrease in trade and
other receivables (52,027) (54,758) 75,826 118,168 125,892
Decrease/(increase) in
inventories 501,492 (105,978) 48,629 86,786 219,726
Increase/(decrease) in trade and
other payables (316,481) (84,957) 284,992 (73,063) (247,908)
Cash generated from/(used in)
operations 311,160 (106,431) 353,741 87,352 6,303
Income tax paid (3) (3) (1) — —
Net cash generated from/(used
in) operating activities 311,157 (106,434) 353,740 87,352 6,303
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For the For the For the Six months  Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$’000 HK$°000 HKS$°000 HKS$°000 HKS$°000
(Unaudited)
INVESTING ACTIVITIES
Purchase of property, plant and
equipment (67,273) (96,452) (125,924) (12,878) (20,844)
Proceeds from disposal of
property, plant and equipment 713 1,353 7,931 1,247 965
Purchase of land use right (680) — — — —
Addition of intangible assets (1,245) — — — —
(Increase)/decrease in financial
assets at fair value through
profit and loss (87,081) 60,607 (4,583) (14,539) 31,057
Interest income 2,248 4,709 3,790 — 1,010
Decrease/(increase) in pledged
bank deposits 54,340 (28,742) (83,491) (4,674 (5,093)
Net cash generated from/(used
in) investing activities (98,978) (58,525) (202,277) (30,844) 7,095
FINANCING ACTIVITIES
Repayment of bank loan (676,133) (472,058) (617,323) (274,114) (213,707)
Interest paid (39,452) (39,242) (38,648) (18,055) (14,873)
New bank loan raised 353,475 694,623 484,784 301,904 205,532
Net cash generated from/(used
in) financing activities (362,110) 183,323 (171,187) 9,735 (23,048)
Net increase/(decrease) in cash
and cash equivalents (149,931) 18,364 (19,724) 66,243 (9,650)
Cash and cash equivalents at the
beginning of the year/period 170,255 28,668 46,953 46,953 25,495
Effect of foreign exchange rate
changes 8,344 (79) (1,734) 9,504 5,197
Cash and cash equivalents at the
end of the year/period 28,668 46,953 25,495 122,700 21,042
ANALYSIS OF BALANCES
OF CASH AND CASH
EQUIVALENTS
Cash and cash equivalents 28,668 46,953 25,495 122,700 21,042

The accompanying notes form an integral part of the Financial Information.
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II.

NOTES TO THE FINANCIAL INFORMATION
1. GENERAL INFORMATION

The registered office and principal place of business of the Target Company is at the East Section,
Hubei Road, Luozhuang District, Linyi City, Shandong Province (LI 8% i U7 7 £ [0 A6 B SR BL). The
Target Company was incorporated in PRC and is principally engaged in businesses of fertilizer. The
controlling shareholder of the Target Group is Acronagrotrans Ltd., a company incorporated in the Republic
of Cyprus.

The Target Company is principally engaged in sales of fertilizer.

The Financial Information is presented in Hong Kong Dollars (“HKD™). The subsidiaries of Target
Company were established in the People’s Republic of China (the “PRC”) whose functional currency is
Renminbi (“RMB”).

2. APPLICATION OF NEW AND REVISED HKFRSs

For the purpose of preparing and presenting the Financial Information for the Relevant Periods, the

Target Group has consistently applied all HKFRSs which are effective for the Target Group’s financial year

beginning on 1 January 2015 consistently throughout the Relevant Periods.

The Target Group has not applied the following new and revised HKFRSs that have been issued but are
not yet effective:

HKFRS 9 Financial Instruments>

HKFRS 15 Revenue from Contracts with Customers?

HKFRS 16 Lease’

Amendments to HKFRS 15 Classifications to HKFRS 15 Revenue from Contracts with
Customers>

Amendments to HKAS 7 Disclosure Initiative'

Amendments to HKFRS 12 Recognition of Deferred Tax Assets for Unrecognised
Losses’

Amendments to HKAS 10 Sale or Contribution of Assets between and Investor and its

and HKAS 28 Associate and Joint Venture®*

Effective for annual periods beginning on or after 1 January 2017, with earlier application
permitted.

Effective for annual periods beginning on or after 1 January 2018, with earlier application
permitted.

Effective for annual periods beginning on or after 1 January 2019, with earlier application
permitted that apply HKFRS 15 on or before the date of initial application of HKFRS 16.
Effective for annual periods beginning on or after a date to be determined.

HKFRS 9 Financial Instruments

HKFRS 9 issued in 2009 introduced new requirements for the classification and measurement of
financial assets. HKFRS 9 was subsequently amended in 2010 to include requirements for the
classification and measurement of financial liabilities and for derecognition, and in 2013 to include the
new requirements for general hedge accounting. Another revised version of HKFRS 9 was issued in
2014 mainly to include (a) impairment requirements for financial assets and (b) limited amendments to
the classification and measurement requirements by introducing a ‘fair value through other
comprehensive income’ measurement category for certain simple debt instruments.
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Key requirements of HKFRS 9:

All recognised financial assets that are within the scope of HKAS 39 Financial Instruments:
Recognition and Measurement are subsequently measured at amortised cost or fair value.
Specifically, debt investments that are held within a business model whose objective is to
collect the contractual cash flows, and that have contractual cash flows that are solely
payments of principal and interest on the principal outstanding are generally measured at
amortised cost at the end of subsequent reporting periods. Debt instruments that are held
within a business model whose objective is achieved both by collecting contractual cash
flows and selling financial assets, and that have contractual terms of the financial asset give
rise on specified dates to cash flows that are solely payments of principal and interest on
the principal amount outstanding, are measured at fair value through other comprehensive
income. All other debt investments and equity investments are measured at their fair value
at the end of subsequent accounting periods. In addition, under HKFRS 9, entities may
make an irrecoverable election to present subsequent changes in the fair value of an equity
investment (that is not held for trading) in other comprehensive income, with only dividend
income generally recognised in profit or loss.

With regard to the measurement of financial liabilities designated as at fair value through
profit or loss, HKFRS 9 requires that the amount of change in the fair value of the financial
liability that is attributable to changes in the credit risk of that liability is presented in other
comprehensive income, unless the recognition of the effects of changes in the liability’s
credit risk in other comprehensive income would create or enlarge an accounting mismatch
in profit or loss. Changes in fair value of financial liabilities attributable to changes in the
financial liabilities’ credit risk are not subsequently reclassified to profit or loss. Previously,
under HKAS 39, the entire amount of the change in the fair value of the financial liability
designated as fair value through profit or loss was presented in profit or loss.

In relation to the impairment of financial assets, HKFRS 9 requires an expected credit loss
model, as opposed to an incurred credit loss model under HKAS 39. The expected credit
loss model requires an entity to account for expected credit losses and changes in those
expected credit losses at each reporting date to reflect changes in credit risk since initial
recognition. In other words, it is no longer necessary for a credit event to have occurred
before credit losses are recognised.

The new general hedge accounting requirements retain the three types of hedge accounting
mechanisms currently available in HKAS 39. Under HKFRS 9, greater flexibility has been
introduced to the types of transactions eligible for hedge accounting, specifically
broadening the types of instruments that qualify for hedging instruments and the types of
risk components of non-financial items that are eligible for hedge accounting. In addition,
the retrospective quantitative effectiveness test has been removed. Enhanced disclosure
requirements about an entity’s risk management activities have also been introduced.

The directors of the Target Company anticipate that HKFRS 9 in the future may have a material
impact on amounts reported and disclosures made in the Financial Information. However, it is not
practical to provide a reasonable estimate of that effect of HKFRS 9 until the Target Group performs a
detailed review.

HKFRS 15 Revenue from Contracts with Customers

HKFRS 15 was issued which establishes a single comprehensive model for entities to use in
accounting for revenue arising from contracts with customers. HKFRS 15 will supersede the current
revenue recognition guidance including HKAS 18 Revenue, HKAS 11 Construction Contracts and the
related interpretations when it becomes effective.
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The core principle of HKFRS 15 is that an entity should recognise revenue to depict the transfer
of promised goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods or services. Specifically, the standard
introduces a 5-step approach to revenue recognition:

° Step 1: Identify the contract(s) with a customer

° Step 2: Identify the performance obligations in the contract

° Step 3: Determine the transaction price

° Step 4: Allocate the transaction price to the performance obligations in the contract

Step 5: Recognise revenue when (or as) the entity satisfies a performance obligation

Under HKFRS 15, an entity recognises revenue when (or as) a performance obligation is satisfied,
i.e. when ‘control’ of the goods or services underlying the particular performance obligation is
transferred to the customer. Far more prescriptive guidance has been added in HKFRS 15 to deal with
specific scenarios. Furthermore, extensive disclosures are required by HKFRS 15.

The directors of the Target Company anticipate that the application of HKFRS 15 in the future
may have a material impact on the amounts reported and disclosures made in the Financial Information.
However, it is not practicable to provide a reasonable estimate of the effect of HKFRS 15 until the
Target Group performs a detailed review.

HKFRS 16 Leases

HKFRS 16 supersedes HKAS 17 Leases, HK(IFRIC)-Int 4 “Determining whether an Arrangement
contain a Lease”, HK(SIC)-Int 15 “Operating Lease — Incentives” and HK(SIC)-Int 27 “Evaluating
the Substance of Transactions Involving the Legal Form of a Lease”. HKFRS 16 eliminates the
classification by a lessee of leases as either operating or finance. Instead all leases are treated in a
similar way to finance leases in accordance with HKAS 17 “Leases”. Under HKFRS 16, leases are
recorded on the statement of financial position by recognising a liability for the present value of its
obligation to make future lease payments with an asset (comprised of the amount of lease liability plus
certain other amounts) either being disclosed separately in the statement of financial position (within
right-of-use assets) or together with property, plant and equipment. The most significant effect of the
new requirements will be an increase in recognised lease assets and financial liabilities. There are some
exemptions. HKFRS 16 contains options which do not require a lessee to recognise assets and liabilities
for (a) short term leases (i.e. lease of 12 months or less, including the effect of any extension options)
and (b) leases of low value assets (for example, a lease of a personal computer). HKFRS 16
substantially carries forward the lessor’s accounting requirements in HKAS 17.

Accordingly, a lessor continues to classify its leases as operating leases or finance leases, and to
account for those two types of leases differently. In classifying a sublease, an intermediate lessor shall
classify the sublease as a finance lease or an operating lease as follows:

(a) if the head lease is a short-term lease that the entity, as a lessee, the sublease shall be
reclassified as an operating lease; (b) otherwise, the sublease shall be classified by reference to the
right-of-use asset arising from the head lease, rather than by reference to the underlying asset. HKFRS
16 clarifies that a lessee separates lease components and service components of a contract, and applies
the lease accounting requirements only to the lease components.

The directors of the Target Company is in the process of making an assessment of the potential
impact of application of HKFRS 16, the directors of the Target Company consider that it is not
practicable to provide a reasonable estimate of the effect of the adoption of HKFRS 16 until the Target
Group performs a detailed review.
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Statement of compliance

The principal accounting policies applied in the preparation of these financial information are set
out below. These policies have been consistently applied to all the years presented, unless otherwise
stated.

The Financial Information have been prepared in accordance with Hong Kong Financial Reporting
Standards issued by the HKICPA. In addition, the Financial Information include applicable disclosures
required by the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited (“Listing Rules”) and by the Hong Kong Companies Ordinance (“CO”).

The disclosure requirements set out in the Listing Rules regarding financial statements presented
in a circular have been amended with reference to the provisions of the new CO (Cap. 622) and to
streamline with HKFRSs. Accordingly the presentation and disclosure of information in the Financial
Information has been changed to comply with these new requirements. Information previously required
to be disclosed under the predecessor CO or Listing Rules but not under the new CO or amended
Listing Rules are not disclosed in these consolidated financial statements.

(b) Basis of preparation

The Target Group incurred net losses of approximately HK$202,794,000, HK$34,261,000,
HK$133,531,000 and HK$135,864,000 for the years ended 31 December 2013, 2014 and 2015 and the
period ended 30 June 2016, and as of 30 June 2016 the Target Group’s current liabilities exceed its total
assets by approximately HK$87,022,000. In preparing the Financial Information, the directors have
given careful consideration to the future liquidity of the Target Group. The directors adopted the going
concern basis for the preparation of the Financial Information and implemented the following measures
in order to improve the working capital and liquidity and cash flow position of the Target Group:

(1) Alternative source of funding

In light of the current financial position of the Target Group, in connection with the Sale
and Purchase Agreement between Prosperous Rich Holdings Limited and Long Xiang Enterprises
Limited (“Purchaser”), Long Xiang Enterprises Limited has conditionally agreed to use
reasonable efforts to assist the Target Group to procure financing for the working capital of the
Target Group’s fertilizer business.

Pursuant to the Acquisition Agreement, the Purchaser conditionally agrees to use reasonable
efforts to assist the Target Group to procure financing from banks and financial institutions and/or
shall provide any forms of guarantee or securities (upon request by such banks and financial
institutions) in aggregate loan amount not exceeding RMB250,000,000 (equivalent to
approximately HK$292,500,000) provided that, among others, all the proceeds from the financing
procured by the Purchaser shall be solely used by the Target Group for the working capital of the
Target Group’s fertilizer business including the repayment of certain Existing Debts by not later
than 25 December 2016 but not for any other purpose.

In addition, Century Sunshine Group Holdings Limited, the holding company of the

Purchaser, conditionally agreed to provide financial support to the Target Group to ensure it to
continue as a going concern and to settle its liabilities off when they fall due.
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(2)  Attainment of profitable and positive cash flow operations

The Target Group had suspended production for the period from March 2015 to April 2015
due to the environmental inspection of the industrial areas in Linyi City by the local authorities,
and in early 2016, the Target Group decided to temporarily reduce production to approximately
20% of the plant capacity due to the lack of liquidity to maintain its operation following the said
suspension.

On 18 August 2016, the Target Group has resumed its production capacity to about 40%
and is expected to increase the production rate to approximately 70% to 80% of capacity
utilization by the end of 2016.

The Target Group is taking measures to tighten cost controls over various costs and
expenses and to seek new investment and business opportunities with an aim to attain profitable
and positive cash flow operations.

In the opinion of the directors of the Target Company, in light of implementation of the
various measures or arrangements after the end of reporting period together with the expected
results of the measures, the Target Group will have sufficient working capital for its current
requirements and it is reasonable to expect the Target Group to remain a commercially viable
concern. According, the Directors are satisfied that it is appropriate to prepare the consolidated
financial statements on a going concern basis.

Should the Target Group be unable to continue to operate as a going concern, adjustments
would have to be made to write down the value of assets to their recoverable amounts, to provide
for any future liabilities which might arise and to reclassify non-current assets and liabilities as
current assets and liabilities respectively. The effect of these adjustments has not been reflected in
the consolidated financial statement.

The Financial Information have been prepared on the historical cost basis, except for certain
financial instruments, which are measured at fair values, as explained in the accounting policies set out
below. Historical cost is generally based on the fair value of the consideration given in exchange for
assets.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date, regardless of whether that
price is directly observable or estimated using another valuation technique. In estimating the fair value
of an asset or a liability, the Target Group takes into account the characteristics of the asset or liability
if market participants would take those characteristics into account when pricing the asset or liability at
the measurement date. Fair value for measurement and/or disclosure purposes in these consolidated
financial statements is determined on such a basis, except for share-based payment transactions that are
within the scope of HKFRS 2, leasing transactions that are within the scope of HKAS 17, and
measurements that have some similarities to fair value but are not fair value, such as net realisable
value in HKAS 2 or value in use in HKAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1,
2 or 3 based on the degree to which the inputs to the fair value measurements are observable and the

significance of the inputs to the fair value measurement in its entirety, which are described as follows:

° Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that the entity can access at the measurement date;

° Level 2 inputs are inputs, other than quoted prices included within Level 1, that are
observable for the asset or liability, either directly or indirectly; and

° Level 3 inputs are unobservable inputs for the asset or liability.
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(i) Financial assets

Financial assets are assessed for indicators of impairment at the end of the reporting period.
Financial assets are considered to be impaired where there is objective evidence that, as a result
of one or more events that occurred after the initial recognition of the financial asset, the
estimated future cash flows of the investment have been affected.

For all other financial assets, objective evidence of impairment could include:

—  significant financial difficulty of the issuer or counterparty; or

—  breach of contracts, such as a default or delinquency in interest or principal
payments; or

— it becoming probable that the borrower will enter bankruptcy or financial
reorganisation; or

—  the disappearance of an active market for that financial asset because of financial
difficulties.

(¢) Basis of consolidation
The Financial Information incorporate the financial statements of the Target Company and entities

(including structured entities) controlled by the Target Company and its subsidiaries. Control is
achieved when the Target Company:

° has power over the investee;
° is exposed, or has rights, to variable returns from its involvement with the investee; and
° has the ability to use its power to affect its returns.

The Target Company reassesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three elements of control listed above.

When the Target Company has less than a majority of the voting rights of an investee, it has
power over the investee when the voting rights are sufficient to give it the practical ability to direct the
relevant activities of the investee unilaterally. The Company considers all relevant facts and
circumstances in assessing whether or not the Company’s voting rights in an investee are sufficient to
give it power, including:

° the size of the Target Company’s holding of voting rights relative to the size and dispersion
of holdings of the other vote holders;

° potential voting rights held by the Target Company, other vote holders or other parties;
° rights arising from other contractual arrangements; and

° any additional facts and circumstances that indicate that the Target Company has, or does
not have, the current ability to direct the relevant activities at the time that decisions need
to be made, including voting patterns at previous shareholders’ meeting.

Consolidation of a subsidiary begins when the Target Company obtains control over the
subsidiary and ceases when the Target Company loses control of the subsidiary. Specifically, income
and expenses of a subsidiary acquired or disposed of during the year are included in the consolidated
statement of profit or loss and other comprehensive income from the date the Target Company gains
control until the date when the Target Company ceases to control the subsidiary.

- II-15 -



APPENDIX II ACCOUNTANTS’ REPORT OF HONGRI ACRON GROUP

Profit or loss and each component of other comprehensive income are attributed to the owners of
the Target Company and to the non-controlling interests. Total comprehensive income of subsidiaries is
attributed to the owners of the Target Company and to the non-controlling interests even if this results
in the non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to being their
accounting policies into line with the Target Group’s accounting policies. All intragroup assets and
liabilities, equity, income, expenses and cash flows relating to transactions between members of the
Target Group are eliminated in full on consolidation.

(d) Impairment of assets
(i)  Financial assets

Financial assets are assessed for indicators of impairment at the end of the reporting period.
Financial assets are considered to be impaired where there is objective evidence that, as a result
of one or more events that occurred after the initial recognition of the financial asset, the
estimated future cash flows of the investment have been affected.

For all other financial assets, objective evidence of impairment could include:
—  significant financial difficulty of the issuer or counterparty; or

—  breach of contracts, such as a default or delinquency in interest or principal
payments; or

— it becoming probable that the borrower will enter bankruptcy or financial
reorganisation; or

—  the disappearance of an active market for that financial asset because of financial
difficulties.

For certain categories of financial asset, such as trade receivables, assets that are assessed
not to be impaired individually are assessed for impairment on a collective basis. Objective
evidence of impairment for a portfolio of receivables could include the Target Group’s past
experience of collecting payments, an increase in the number of delayed payments in the portfolio
past the average credit period of within 90 days, as well as observable changes in national or
local economic conditions that correlate with default on receivables.

For financial assets carried at amortised cost, the amount of the impairment loss recognised
is the difference between the asset’s carrying amount and the present value of estimated future
cash flows, discounted at the financial asset’s original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss directly for all
financial assets with the exception of trade receivables, where the carrying amount is reduced
through the use of an allowance account. When a trade receivable is considered uncollectible, it is
written off against the allowance account. Subsequent recoveries of amounts previously written
off are credited against the allowance account. Changes in the carrying amount of the allowance
account are recognised in profit or loss.

For financial assets measured at amortised cost, if, in a subsequent period, the amount of
the impairment loss decreases and the decrease can be related objectively to an event occurring
after the impairment was recognised, the previously recognised impairment loss is reversed
through profit or loss to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortised cost would have been had the
impairment not been recognised.
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(ii)  Other assets

Internal and external sources of information are reviewed at each reporting date to identify
indications that other assets may be impaired or an impairment loss previously recognised no
longer exists or may have decreased.

If any such indication exists, the asset’s recoverable amount is estimated. An impairment
loss is recognised whenever the carrying amount of an asset exceeds its recoverable amount.

— Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net selling price and value in
use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the
time value of money and the risks specific to the asset. Where an asset does not generate
cash inflows largely independent of those from other assets, the recoverable amount is
determined for the smallest group of assets that generate cash inflows independently (i.e. a
cash-generating unit).

—  Recognition of impairment losses

An impairment loss is recognised in profit or loss whenever the carrying amount of
an asset, or the cash-generating unit to which it belongs, exceeds its recoverable amount.

— Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the estimates
used to determine the recoverable amount.

A reversal of impairment losses is limited to the asset’s carrying amount that would
have been determined had no impairment loss been recognised in prior years. Reversals of
impairment losses are credited to the statement of profit or loss and other comprehensive
income in the year in which the reversals are recognised.

(e) Financial instruments

Financial assets and financial liabilities are recognised on the statements of financial position
when an entity becomes a party to the contractual provisions of the instruments.

Financial assets and financial liabilities are initially measured at fair value. Transaction costs that
are directly attributable to the acquisition or issue of financial assets and financial liabilities (other than
financial assets and financial liabilities at fair value through profit or loss) are added to or deducted
from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at fair
value through profit or loss are recognised immediately in the statements of profit or loss and other
comprehensive income.

(i)  Financial assets

Financial assets are classified into held-to-maturity investments and loans and receivables
(including cash and bank balances). All regular way purchases or sales of financial assets are
recognised and derecognised on a trade date basis. Regular way purchases or sales of financial
assets that requires delivery of assets within the time frame established by regulation or
convention in the marketplace.
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(ii)

Held-to-maturity investments

Held-to-maturity investments are non-derivative financial assets with fixed or
determinable payments and fixed maturity dates that the Group has the positive intention
and ability to hold to maturity other than:

a. those that the entity upon initial recognition designates as at fair value through
profit or loss;

b. those that the entity designates as available for sale; and
c. those that meet the definition of loans and receivables.

Subsequent to initial recognition, held-to-maturity investments are measured at
amortised cost using the effective interest method less any impairment.

Financial assets at fair value through profit or loss

Financial assets at FVTPL represent investments held for trading. A financial asset is
classified as held for trading if:

— it has been acquired principally for the purpose of selling in the near future; or

— it is a part of an identified portfolio of financial instruments that the Group
manages together and has a recent actual pattern of short-term profit taking; or

— it is a derivative that is not designated and effective as a hedging instrument.

Financial assets at FVTPL are measured at fair value, with changes in fair value
arising from remeasurement recognised directly in profit or loss in the period in which they
arise. The net gain or loss recognised in profit or loss includes any dividend or interest
earned on the financial assets.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. At the end of each reporting period
subsequent to initial recognition, loans and receivables including trade and other
receivables, held-to-maturity investments and cash and cash equivalents are carried at
amortised cost using the effective interest method, less any identified impairment losses.

Effective interest method

The effective interest method is a method of calculating the amortised cost of debt
instrument and of allocating interest income over the relevant period. The effective interest
rate is the rate that exactly discounts estimated future cash receipts (including all fees and
points paid or received that form an integral part of the effective interest rate, transaction
costs and other premiums or discounts) through the expected life of the debt instrument, or,
where appropriate, a shorter period, to the net carrying amount on initial recognition.

Financial liabilities (including interest-bearing borrowings)

Financial liabilities including other payables are initially stated at fair value less directly

attributable transaction costs and are subsequently measured at amortised cost, using the effective
interest rate method unless the effect of discounting would be immaterial, in which case they are
stated at cost. The related interest expense is recognised within “finance costs” in the statements
of profit or loss and other comprehensive income.
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Gains and losses are recognised in the statements of profit or loss and other comprehensive
income when the liabilities are derecognised as well as through the amortisation process.

Effective interest method

The effective interest method is a method of calculating the amortised cost of
financial liability and of allocating interest expense over the relevant period. The effective
interest rate is the rate that exactly discounts estimated future cash payments (including all
fees and points paid or received that form an integral part of the effective interest rate,
transaction costs and other premiums or discounts) through the expected life of the financial
liability, or, where appropriate, a shorter period, to the net carrying amount on initial
recognition.

(iii) Derecognition

Financial assets are derecognised when the rights to receive cash flows from the assets
expire or, the financial assets are transferred and the entity has transferred substantially all the
risks and rewards of ownership of the financial assets. On derecognition of a financial asset, the
difference between the asset’s carrying amount and the sum of the consideration received and
receivable and the cumulative gain or loss that had been recognised directly in equity is
recognised in the statements of profit or loss and other comprehensive income.

Financial liabilities are derecognised when the obligation specified in the relevant contract
is discharged, cancelled or expires. The difference between the carrying amount of the financial
liability derecognised and the consideration paid or payable is recognised in the statements of
profit or loss and other comprehensive income.

(f)  Cash and cash equivalents

For the purpose of the statements of cash flows, cash and cash equivalents comprise cash on hand
and demand deposits which are readily convertible into known amounts of cash and which are subject
to an insignificant risk of changes in value, and have a short maturity of generally within three months
when acquired, less bank overdrafts which are repayable on demand and form an integral part of the
Target Group’s cash management.

For the purpose of the statements of financial position, cash and cash equivalents comprise cash
on hand and at banks, including term deposits, which are not restricted to use.

(g) Revenue recognition

Revenue from sales of goods is recognised when the significant risks and rewards of ownership
have been transferred to the buyers, provided that the Target Group maintains neither managerial
involvement to the degree usually associated with ownership, nor effective control over the goods sold.

Revenue from provision of service is recognised when the services are provided.

Interest income is recognised on an accrual basis using the effective interest method by applying
the rate that discounts the estimated future cash receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset.

(h) Property, plant and equipment

Property, plant and equipment are stated in the statements of financial position at cost less
accumulated depreciation and impairment losses.

The cost of an asset comprises its purchase price and any directly attributable costs of bringing

the asset to its working condition and location for its intended use. Expenditure incurred after the
property, plant and equipment have been put into operation, such as repairs and maintenance, is
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normally charged to the statement of profit or loss and other comprehensive income in the period in
which it is incurred. In situations where it can be clearly demonstrated that the expenditure has resulted
in an increase in the future economic benefits expected to be obtained from the use of the property,
plant and equipment, the expenditure is capitalised as an additional cost of that asset.

Depreciation is provided to write off the cost of items of property, plant and equipment, using the
straight line method, over its estimated useful life. The principal annual rates are as follows:

Office equipment 20%

Motor vehicles 25%

Furniture and fixtures 33.33%

Leasehold land over the lease term

Buildings over the shorter of land use right and 3.33%
Plant and machinery 7.14% to 8.33%

The gain or loss on disposal or retirement of an item of property, plant and equipment is the
difference between the net sale proceeds and the carrying amount of the relevant asset, and is
recognised in the statement of profit or loss and other comprehensive income.

(i)  Construction in progress

Construction in progress includes property, plant and equipment in the course of construction for
production or for its own use purposes. Construction in progress is carried at cost less any recognised
impairment loss. Construction in progress is classified to the appropriate category of property, plant and
equipment when completed and ready for intended use. Depreciation of these assets, on the same basis
as other property assets, commences when the assets are ready for their intended use.

(j) Inventories

Inventories are stated at the lower of cost and net realisable value. Cost, which comprises all
costs of purchase and, where applicable, other costs that have been incurred in bringing the inventories
to their present location and condition, is calculated using the weighted average method. Net realisable
value represents the estimated selling price in the ordinary course of business less all estimated costs
necessary to make the sale.

(k) Income tax
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net
profit as reported in the statement of profit or loss and other comprehensive income because it excludes
items of income or expense that are taxable or deductible in other years, and it further excludes
statements of comprehensive income items that are never taxable or deductible.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying
amount of assets and liabilities in the financial statements and the corresponding tax bases used in the
computation of taxable profit, and is accounted for using the liability method. Deferred tax liabilities
are generally recognised for all taxable temporary differences and deferred tax assets are recognised to
the extent that it is probable that taxable profits will be available against which deductible temporary
difference can be utilised. Such assets and liabilities are not recognised if the temporary difference
arises from goodwill (or negative goodwill) or from the initial recognition (other than a business
combination) of other assets and liabilities in a transaction that affects neither the taxable profit nor the
accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investment in
subsidiaries and associate, except where the Target Group is able to control the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the foreseeable
future.
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The carrying amount of deferred tax assets is reviewed at the end of each reporting period and
reduced to the extent that it is no longer probable that sufficient taxable profits will be available to
allow all or part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to apply to the period when the
liability is settled or the asset realised. Deferred tax is charged or credited to the statement of profit or
loss and other comprehensive income, except when it relates to items charged or credited directly to
equity, in which case the deferred tax is also dealt with in equity.

()] Provisions
Provisions are recognised when the Target Group has a present legal or constructive obligation as
a result of past events and it is probable that an outflow of resources will be required to settle the
obligation, and a reliable estimate of the amount of the obligation can be made. Provisions are reviewed
at the end of each reporting period and adjusted to reflect the current best estimate. Where the effect of
the time value of money is material, the amount of a provision is the present value of the expenditures
expected to be required to settle the obligations.
(m) Foreign currency
i. Functional and presentation currency
Items included in the financial statements of the Target Group are measured using the
currency of the primary economic environment in which the Target Group operates (the
“functional currency”). The financial information are presented in HKD, which is the
presentation currency of the Target Group.
ii. Transactions and balances
Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from
the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the

consolidated statement of profit or loss and other comprehensive income.

Translation differences on non-monetary financial assets and liabilities are reported as part
of their fair value gain or loss.

(n) Related parties

(i) A person, or a close member of that person’s family, is related to the Target Group if that
person:

(1)  has control or joint control over the Target Group;
(2)  has significant influence over the Target Group; or

(3) is a member of the key management personnel of the Target Group or of a parent of
the Target Group.

(i1))  An entity is related to the Target Group if any of the following conditions applies:

(1)  the entity and the Target Group are members of the same group (which means that
each parent, subsidiary and fellow subsidiary is related to the others).

(2) one entity is an associate or joint venture of the other entity (or an associate or joint
venture of a member of a group of which the other entity is a member).
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(3) both entities are joint ventures of the same third party.

(4) one entity is a joint venture of a third entity and the other entity is an associate of the
third entity.

(5) the entity is a post-employment benefit plan for the benefit of employees of either the
Target Group or an entity related to the Target Group.

(6) the entity is controlled or jointly controlled by a person identified in (i).

(7)  a person identified in (i)(1) has significant influence over the entity or is a member of
the key management personnel of the entity (or of a parent of the entity).

(8) the entity, or any member of a Group of which it is a part, provides key management
y y P p p y g
personnel services to the Group or to the Group’s parent.

Close family members of an individual are those family members who may be expected to
influence, or be influenced by, that person in their dealings with the entity.

A transaction is considered to be a related party transaction when there is a transfer of resources
and obligations between related parties.

(o) Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all
the risks and rewards of ownership to the leases. All other leases are classified as operating leases.

The Company as lessor

Amounts due from lessees under finance leases are recognised as receivables at the amount
of the Target Group’s net investment in the leases. Finance lease income is allocated to
accounting periods so as to reflect a constant periodic rate of return on the Target Group’s net
investment outstanding in respect of the leases.

The Company as lessee

Assets held under finance leases are initially recognised as assets of the Target Group at
their fair value at the inception of the lease or, if lower, at the present value of the minimum lease
payments. The corresponding liability to the lessor is included in the statement of financial
position as a finance lease obligation.

Lease payments are apportioned between finance expenses and reduction of the lease
obligation so as to achieve a constant rate of interest on the remaining balance of the liability.
Finance expenses are recognised immediately in profit or loss, unless they are directly attributable
to qualifying assets, in which case they are capitalised in accordance with the Target Group’s
general policy on borrowing costs (see the accounting policy below). Contingent rentals are
recognised as expenses in the periods in which they are incurred.

Operating lease payments are recognised as an expense on a straight-line basis over the
lease term, except where another systematic basis is more representative of the time pattern in
which economic benefits from the leased asset are consumed. Contingent rentals arising under
operating leases are recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives
are recognised as a liability. The aggregate benefit of incentives is recognised as a reduction of
rental expense on a straight-line basis, except where another systematic basis is more
representative of the time pattern in which economic benefits from the leased asset are consumed.

- II-22 -



APPENDIX II ACCOUNTANTS’ REPORT OF HONGRI ACRON GROUP

(p) Government grants

Government grants are not recognised until there is reasonable assurance that the Target Group
will comply with the conditions attaching to them and that the grants will be received.

Government grants are recognised in profit or loss on a systematic basis over the periods in which
the Company recognises as expenses the related costs for which the grants are intended to compensate.
Specifically, government grants whose primary condition is that the Target Group should purchase,
construct or otherwise acquire non-current assets are recognised as deferred revenue in the statement of
financial position and transferred to profit or loss on a systematic and rational basis over the useful
lives of the related assets.

Government grants that are receivable as compensation for expenses or losses already incurred or
for the purpose of giving immediate financial support to the Target Group with no future related costs
are recognised in profit or loss in the period in which they become receivable.

The benefit of a government loan at a below-market rate of interest is treated as a government
grant, measured as the difference between proceeds received and the fair value of the loan based on
prevailing market interest rates.

(q) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying
assets, which are assets that necessarily take a substantial period of time to get ready for their intended
use or sale, are added to the cost of those assets, until such time as the assets are substantially ready for
their intended use or sale.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.
(r) Intangible assets
Intangible Assets Acquired in a Business Combination

Intangible assets acquired in a business combination are identified and recognised
separately from goodwill where they satisfy the definition of an intangible asset and their fair
values can be measured reliably. The cost of such intangible assets is recognised at their fair
value at the acquisition date. Subsequent to initial recognition, intangible assets with finite useful
lives are carried at cost less accumulated amortisation and any accumulated impairment losses.

Amortisation for intangible assets with finite useful lives is provided on a straight-line basis
over their estimated useful lives. Alternatively, assets with indefinite useful lives are carried at
cost less any subsequent accumulated impairment losses.

Trademark

Expenditure on acquired technical know-how is capitalised and amortised using the
straight-line method over its estimated useful life of 10 years, from the date when the technical
know-how is available for use.
Research and Development Expenditure

Expenditure on research activities is recognised as an expense in the period in which it is
incurred. An internally-generated intangible asset arising from development (or from the
development phase of an internal project) is recognised if, and only if, all of the following have

been demonstrated:

—  the technical feasibility of completing the intangible asset so that it will be available
for use or sale;
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— the intention to complete the intangible asset and use or sell it;

—  the ability to use or sell the intangible asset; and

—  how the intangible asset will generate probable future economic benefits.
(s) Land use right

Payment for obtaining land use rights is considered as prepaid operating lease payment. Land use
rights are stated at cost less accumulated amortisation and any accumulated impairment losses,
amortisation is charged to profit or loss over the period of the rights or the term of the respective
enterprise to which the land use rights are granted, whichever is the shorter, using the straight-line
method.

The land and building elements of a lease of land and building are considered separately for the
purpose of lease classification, unless the lease payments cannot be allocated reliably between the land
and building elements, in which case, the entire lease is generally treated as a finance lease and
accounted for as property, plant and equipment. To the extent the allocation of the lease payments can
be made reliably, leasehold interests in land are accounted for as operating leases and amortised over
the lease term on a straight-line basis.

(t) Financial guarantee liabilities

Financial guarantee liabilities represents a financial guarantee contract is a contract that requires
the issuer to make specified payments to reimburse the holder for a loss it incurs because a specified
debtor fails to make payments when due in accordance with the terms of a debt instrument.

Financial guarantee liabilities issued by the Group are initially measured at their fair values and,
if not designated as at FVTPL, are subsequently measured at the higher of:

—  the amount of the obligation under the contract, as determined in accordance with HKAS
37 Provisions, Contingent Liabilities and Contingent Assets; and

—  the amount initially recognised less, where appropriate, cumulative amortisation recognised
in accordance with the revenue recognition policies.

(u) Segment reporting

Operating segments, and the amounts of each segment item reported in the Financial Information,
are identified from the Financial Information provided regularly to the Group’s most senior executive
management for the purposes of allocating resources to, and assessing the performance of, the Group’s
various lines of business and geographical locations.

Individually material operating segments are not aggregated for financial reporting purposes
unless the segments have similar economic characteristics and are similar in respect of the nature of
products and services, the nature of production processes, the type or class of customers, the methods
used to distribute the products or provide the services, and the nature of the regulatory environment.
Operating segments which are not individually material may be aggregated if they share a majority of
these criteria.
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4. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Target Group’s accounting policies which are described in Note 3, the directors
of the Company are required to make judgments, estimates and assumptions about the carrying amounts of
assets and liabilities that are not readily apparent from other sources. The estimates and associated
assumptions are based on historical experience and other factors that are considered to be relevant. Actual
results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that period,
or in the period of the revision and future periods if the revision affects both current and future periods.

Key Sources of Estimation Uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation
uncertainty at the end of the reporting period, that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within the next financial year.

(a)  Estimated Impairment of Property, Plant and Equipment, Intangible Assets

The Target Group evaluates whether property, plant and equipment and intangible assets
carried at cost have suffered any impairment whenever events or changes in circumstances
indicate that the carrying amount of the assets may not be recoverable, in accordance with the
accounting policy stated in Note 3. The recoverable amounts of CGUs represent the higher of the
asset’s fair value less costs to disposal or its value-in-use. The calculations of fair value less costs
to disposal or value-in-use require the use of estimates. During the year ended 31 December 2013,
2014 and 2015 and the period ended 30 June 2016, the Target Group provide HK$201,213,000,
HK$5,721,000, HK$3,014,000 and HK$25,354,000 for impairment of property, plant and
equipment and did not provide an impairment of intangible assets.

(b)  Estimated Useful Lives of Property, Plant and Equipment, Intangible Assets

The Target Group assesses whether there are any indicators of impairment for an asset at
the end of each reporting period. The asset is tested for impairment when there are indicators that
the carrying amounts may not be recoverable. When value in use calculations are undertaken, an
estimation of the value in use of the cash-generating units to which the asset is allocated will be
required. Estimating the value in use requires the Target Group to make an estimate of the
expected future cash flows from the cash-generating units and also to choose a suitable discount
rate in order to calculate the present value of those cash flows. A change in the estimated future
cash flows and/or the discount rate applied will result in an adjustment to estimated impairment
provision previously made.

In determining the useful life and residual value of an item of property, plant and
equipment, the Target Group has to consider various factors, such as technical or commercial
obsolescence arising from changes or improvements in production, or from a change in the market
demand for the product or service output of the asset, expected usage of the asset, expected
physical wear and tear, the care and maintenance of the asset, and legal or similar limits on the
use of the asset. The estimation of the useful life of the asset is based on the experience of the
Target Group with similar assets that are used in a similar way. Additional depreciation is made if
the estimated useful lives and/or the residual values of items of property, plant and equipment are
different from the previous estimation. Useful lives and residual values are reviewed at the end of
the reporting period based on changes in circumstances.
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(c) Income taxes

The Target Group is subject to income taxes in PRC. Significant judgment is required in
determining the provision for income taxes. There are many transactions and calculations for
which the ultimate tax determination is uncertain during the ordinary course of business. The
Target Group recognises liabilities for anticipated tax audit issues based on estimates of whether
additional taxes will be due. Where the final tax outcome of these matters is different from the
amounts that were initially recorded, such difference will impact the income tax and deferred tax
provisions in the period in which such determination is made.

(d)  Impairment of trade receivables

The aged debt profile of trade debtors is reviewed on a regular basis to ensure that the trade
debtor balances are collectible and follow up actions are promptly carried out if the agreed credit
periods have been exceeded. However, from time to time, the Target Group may experience
delays in collection. Where recoverability of trade debtor balances are called into doubts, specific
provisions for bad and doubtful debts are made based on credit status of the customers, the aged
analysis of the trade receivable balances and write-off history. Certain receivables may be initially
identified as collectible, yet subsequently become uncollectible and result in a subsequent write-
off of the related receivable to the statement of profit or loss and other comprehensive income.
Changes in the collectability of trade receivables for which provisions are not made could affect
our results of operations.

5. FINANCIAL INSTRUMENTS

(a) Categories of financial instruments

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$’000 HK$’000
Financial assets
Loan and receivables (including
cash and cash equivalents)
— trade and bills receivables 104,892 113,908 130,753 13,553
— deposits and other receivables 22,819 21,178 39,222 29,229
— cash and cash equivalents 51,400 98,427 160,460 161,100
Financial asset at fair value
through profit and loss 87,081 26,474 31,057 —
266,192 259,987 361,492 203,882
Financial liabilities
Amortised cost
Trade and bills payable 178,908 239,970 413,687 274,554
Borrowings 388,675 608,899 444,187 426,246
Financial guarantee liabilities 28,672 96,228 70,509 48,625
Accruals and other payables 127,576 94,081 112,206 254,813
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(b) Financial risk management objectives and policies

The Target Group’s major financial instruments include trade and other receivables, cash and cash
equivalents and other payables. The details of these financial instruments are disclosed in respective
notes. The risks associated with these financial instruments and the policies on how to mitigate these
risks are set out below. The management manages and monitors these exposures to ensure appropriate
measures are implemented on a timely and effective manner.

The main risks arising from the Target Group’s financial instruments are currency risk, credit risk
and liquidity risk. The directors review and agree policies for managing each of these risks and they are
summarised below.

Foreign Exchange Risk

Foreign exchange risk arises when future commercial transactions or recognised assets and
liabilities are denominated in a currency that is not the entity’s functional currency.

The Target Group operates mainly in PRC and majority of transactions are dominated in
RMB. The Target Group is exposed to limited foreign exchange risk as most assets and liabilities
are denominated in RMB. The Target Group currently does not have a foreign currency hedging
policy in respect of foreign current assets and liabilities. The Target Group will monitor its
foreign currency exposure closely and will consider hedging significant foreign currency exposure
should the need arise.

The main operations of the Target Group were in the PRC and most of the transactions
were denominated in RMB. The Target Group did not use any derivative financial instruments to
hedge for its foreign exchange risk exposure during the Relevant Periods.

Credit risk

The Target Group’s credit risk is primarily attributable to trade and other receivables. It has
policies in place to ensure that sales and services are made to customers with an appropriate
credit history. The exposure to these credit risks are monitored on an ongoing basis.

The carrying amounts of trade receivables included in the statement of financial position
represent the Target Group’s maximum exposure to credit risk in relation to the Target Group’s
financial assets. No other financial assets carry a significant exposure to credit risk.

In the opinion of the directors of the Target Group, since the currency risk is minimal, no
sensitivity analysis is presented.

Liquidity risk
Liquidity risk is the risk that funds will not be available to meet liabilities as they fall due,
and it results from amount and maturity mismatches of assets and liabilities. The Target Group

will consistently maintain a prudent financial policy and ensure that it maintains sufficient cash to
meet its liquidity requirements.
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The Target Group’s financial liabilities are analysed into relevant maturity groupings based
on the remaining period at the respective end of the reporting periods to the contractual maturity
date, using the contractual undiscounted cash flows, as follows:

Trade and other payables
Financial guarantee liabilities
Borrowings

Trade and other payables
Financial guarantee liabilities
Borrowings

Trade and other payables
Financial guarantee liabilities
Borrowings

Trade and other payables
Financial guarantee liabilities
Borrowings

As at 31 December 2013

Weighted
average
interest ~ Carrying On  Less than Over
rate amount demand 1 year 1 year Total
HK$°000  HK$°000  HK$'000  HK$°000  HK$’000
— 645,111 — 645,111 — 645,111
— 28,672 — 28,672 — 28,672
6.64% 388,675 — 354,431 34,244 388,675
1,062,458 — 1,028,214 34,244 1,062,458
As at 31 December 2014
Weighted
average
interest  Carrying On  Less than Over
rate amount demand 1 year 1 year Total
HK$’000  HK$'000  HK$'000  HK$’000  HKS$'000
— 560,154 — 560,154 — 560,154
— 96,228 — 96,228 — 96,228
6.91% 608,899 — 581,164 27,735 608,899
1,265,281 — 1,237,546 27,735 1,265,281
As at 31 December 2015
Weighted
average
interest  Carrying On  Less than Over
rate amount demand 1 year 1 year Total
HK$'000  HK$'000  HK$'000  HK$'000  HK$'000
— 845,146 — 845,146 — 845,146
— 70,509 — 70,509 — 70,509
6.03% 444,187 — 429,858 14,329 444,187
1,359,842 — 1,345,513 14,329 1,359,842
As at 30 June 2016
Weighted
average
interest  Carrying On  Less than Over
rate amount demand 1 year 1 year Total
HK$’000  HK$'000  HK$'000  HK$’000  HKS$'000
— 597,642 — 597,642 — 597,642
— 48,625 — 48,625 — 48,625
5.19% 426,246 — 426,246 — 426,246
1,072,513 — 1,072,513 — 1,072,513
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Fair value of financial instruments

The fair value of financial assets and financial liabilities are determined as follows:

@

(ii)

the fair value of financial assets and financial liabilities with standard terms and
conditions and traded on active liquid markets are determined with reference to
quoted market bid prices; and

the fair value of other financial assets and financial liabilities are determined in
accordance with generally accepted pricing models based on discounted cash flow
analysis using the relevant prevailing market rate.

Except as detailed in the following table, the directors consider that the carrying amount of
other financial assets and financial liabilities carried at amortised cost, approximate to their fair
values due to the relatively short-term nature of these financial instruments.

The following table provides an analysis of financial instruments that are measured
subsequent to initial recognition at fair value, grouped into Levels 1 to 3 based on the degree to
which the fair value is observable as at 31 December 2013, 2014 and 2015 and 30 June 2016.

Level 1 fair value measurements are those derived from quoted prices (unadjusted) in
active market for identical assets or liabilities.

Level 2 fair value measurements are those derived from inputs other than quoted
prices included within Level 1 that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3 fair value measurements are those derived from valuation techniques that
include inputs for the asset or liability that are not based on observable market data

(unobservable inputs).

Fair value hierarchy as at 31 December 2013

Level 1 Level 2 Level 3 Total
HK$’000 HK$’000 HK$°000 HK$’000
Financial assets
Financial assets at fair value
through profit or loss — 87,081 — —
Fair value hierarchy as at 31 December 2014
Level 1 Level 2 Level 3 Total
HK$’000 HK$’000 HK$’000 HK$’000
Financial assets
Financial assets at fair value
through profit or loss — 26,474 — —
Fair value hierarchy as at 31 December 2015
Level 1 Level 2 Level 3 Total
HK$’000 HK$’000 HK$’000 HK$’000
Financial assets
Financial assets at fair value
through profit or loss — 31,057 — —
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Fair value hierarchy as at 30 June 2016
Level 1 Level 2 Level 3 Total
HK$’000 HK$°000 HK$’000 HK$’000

Financial assets
Financial assets at fair value
through profit or loss — — — —

The valuation techniques of financial assets at fair value through profit or loss is based on the
discounted expected return from financial institutions.

6. CAPITAL RISK MANAGEMENT

The Target Group monitors its capital structure on the basis of a debt-to-capital ratio. For this purpose,
the Target Group defines debt as total borrowings which are bearing fixed or variable interest rates. Capital
represents the total equity in the statement of financial position.

The Target Group’s strategy was to maintain the debt-to-capital ratio as low as feasible. In order to
maintain or adjust the ratio, the Target Group may adjust the amount of dividends paid to shareholders, return
capital to shareholders, issue new shares or sell assets to reduce debt. The Target Group did not have any debt
during the Relevant Periods.

The Target Group is not subject to externally imposed capital requirements.

7. REVENUE

An analysis for the Target Group’s turnover for the year/period is as follows:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$°000 HK$’000 HK$’000 HK$°000 HK$’000
(Unaudited)
Revenue:
Sales of fertilizer
products 2,658,737 2,146,724 1,779,527 944,242 466,475

8. SEGMENT INFORMATION

Information reported to the board of directors of the Target Company, being the chief operating
decision makers, for the purposes of resource allocation and assessment of segment performance focuses on
types of goods delivered.

The Target Group currently mainly operates in one business segment in the sales of fertilizer products
in the PRC. A single management team reports to the chief operating decision makers who comprehensively
manage the entire business. The reportable operating results report to the chief operating decision makers are
the net profit of the Target Group and the reportable assets and liabilities.

Geographical information

During the years ended 31 December 2013, 2014 and 2015 and the period ended 30 June 2016,
the Target Group mainly operated in the PRC and most of the Group’s revenue are derived from the
PRC and most of non-current assets of the Target Group are located in the PRC as at 31 December
2013, 31 December 2014, 31 December 2015 and 30 June 2016. No analysis of the Group’s result and
assets by geographical area is disclosed.
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10.

Information about Major Customers

No information about major customers is presented as no single customer contributed over 10%
of the total revenue of the Group during the years ended 31 December 2013, 2014 and 2015 and the

period ended 30 June 2016.

OTHER INCOME AND GAINS

An analysis for the Target Group’s other income and gains for the year/period is as follows:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)
Interest income 2,248 4,709 3,790 — 1,011
Sales of scrap materials 38,893 7,475 13,613 — 11,038
Government grant 4,210 504 — — —
Sundry income 213 458 643 23 1,652
45,564 13,146 18,046 23 13,701

FINANCE COSTS

An analysis for the Target Group’s finance costs for the year/period is as follows:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$°000 HK$°000 HK$°000 HK$’000 HK$°000
(Unaudited)
Interest on borrowings
wholly repayable
within 5 years 41,794 39,242 38,648 18,055 14,873
Total borrowing cost 41,794 39,242 38,648 18,055 14,873
Less: amount capitalised
in the cost qualifying
assets (2,342) — — — —
39,452 39,242 38,648 18,055 14,873
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11. INCOME TAX EXPENSE

The amount of income tax expense charged to the consolidated statement of profit or loss and other
comprehensive income represents:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$°000 HK$°000 HK$’000 HK$°000 HK$’000
(Unaudited)
Current tax for the
year/period:
PRC tax provision for
the year/period 4 2 1 — —

PRC Enterprise Income Tax

The provision for PRC Enterprise Income Tax for the Target Group in the PRC is based on PRC
Enterprise Income Tax rates of 25% of the taxable income as determined in accordance with the
relevant income tax rules and regulations of the PRC.

The tax on the Target Group’s profit before income tax differs from the theoretical amount that
would arise using a tax rate of 25%, the standard income tax rate of the PRC enterprises, as follows:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$’000 HK$’000 HK$°000 HK$’000 HK$’000
(Unaudited)
Loss before taxation (202,790) (34,259) (133,530) (78,802) (135,864)
Tax charge at applicable
income tax rate of 25% (50,697) (8,565) (33,383) (19,700) (33,966)
Tax effect of income not
taxable for tax purpose (3,174) (60,962) (57,106) — (55,670)
Tax effect of expense not
deductible for tax
purpose 68,465 77,202 62,159 — 58,498
Utilisation of previous
unrecognised tax losses (14,987) (8,092) — — —
Tax effect of estimated
tax losses not
recognised 397 419 28,331 19,700 31,138
Tax charge for the year/
period 4 2 1 — —

As at 31 December 2013, 2014 and 2015 and for the six months ended 30 June 2016, the Target
Group has unrecognised tax losses of approximately HK$1,588,000, HK$1,676,000, HK$113,324,000
and HK$124,552,000, which can be carried forward to offset future taxable profit. Tax losses of
approximately HK$72,726,000, which relate to the year 2013, will expire in two years from the year of
assessment they relate to. The deferred tax benefit of such tax losses has not been recognised as it is
uncertain that future taxable profit will be available to utilize the unused tax losses.
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12. LOSS FOR THE YEAR/PERIOD

Loss for the year/period has been arrived at after charging/(crediting):

Staff cost:
Salaries allowance and
benefits in kind

Other items:

Auditors’ remuneration

Depreciation and
amortisation

Cost of inventories
recognised as an
expense

Operating lease rental in
respect of land and
building

Reversal of impairment
loss on receivables

Impairment of
receivables

Impairment loss on
property, plant and
equipment (Note b)

Notes:

For the For the For the Six months Six months

year ended year ended year ended ended ended

31 December 31 December 31 December 30 June 30 June

2013 2014 2015 2015 2016

HK$°000 HK$’000 HK$’000 HK$’000 HK$’000
(Unaudited)

130,443 157,135 152,808 78,775 65,275

78,838 62,219 46,503 33,858 18,115

2,377,044 1,889,335 1,677,180 889,098 448,950

40 557 1,267 581 792

— (7,448) (2,720) — (5,545)

11,561 9,851 18,328 — 10,045

201,213 5,721 3,014 — 25,354

(a)  As stipulated by rules and regulations in the PRC, the Target Group contributes to a state-
sponsored retirement plan for its employees in the PRC, which is a defined contribution plan. The
Target Group contributes approximately 14% of the employees’ salary as specified by the local
government, and the Target Group has no future obligations for the actual payment of pensions or
post-retirement benefits beyond the annual contributions. The state-sponsored retirement plan is
responsible for the entire pension obligations to retired employees.

(b) Included in “Administrative expenses” in the Consolidated Statement of Profit or Loss and Other
Comprehensive Income.

- II-33 -



APPENDIX II ACCOUNTANTS’ REPORT OF HONGRI ACRON GROUP

13. DIRECTORS’, CHIEF EXECUTIVES’ AND EMPLOYEES’ EMOLUMENTS AND
INDIVIDUALS WITH HIGHEST EMOLUMENTS

(a) Directors’ emoluments:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$’000 HK$’000 HK$°000 HK$’000 HK$’000
(Unaudited)
Other emoluments:
Salaries, allowances and
benefits in kind 2,351 3,200 2,671 1,257 1,025

Details of directors’ emoluments are as follows:

Salaries,
allowances Provident

and benefits fund Total
Fees in kind contributions remuneration
HK$’000 HKS$’000 HK$’000 HK$’000

For the six months period

ended 30 June 2016

KHABRAT — — — —
REN GANG — 192 — 192
LI DEFU — 245 — 245
GINZBURG MARK — — — —
SHVALYUK — 239 — 239
LU JUNHUA — 313 — 313
ZHANG QIKUN — 36 — 36
ANTONOV — — — —
POMORTCEV — — — —
TSOKOLAEV — — — —
— 1,025 — 1,025
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For the six months period
ended 30 June 2015
(unaudited)

KHABRAT

REN GANG

LI DEFU

GINZBURG MARK

SHVALYUK

LU JUNHUA

ZHANG QIKUN

ANTONOV

TSOKOLAEV

SHI CHONGQING

JI XINGMIN

XU JIMENG

Year ended 31 December 2015
KHABRAT

REN GANG

LI DEFU
GINZBURG MARK
SHVALYUK

LU JUNHUA
ZHANG QIKUN
ANTONOV
TSOKOLAEV

SHI CHONGQING
JI XINGMIN

XU JIMENG

Salaries,

allowances Provident
and benefits fund Total
Fees in kind contributions remuneration
HK$’000 HK$°000 HK$’000 HK$’000
— 381 — 381
— 302 — 302
— 223 — 223
— 312 — 312
— 39 — 39
— 1,257 — 1,257

Salaries,

allowances Provident
and benefits fund Total
Fees in kind contributions remuneration
HK$’000 HK$’000 HK$’000 HK$’000
— 824 — 824
— 658 — 658
— 469 — 469
— 644 — 644
— 76 — 76
— 2,671 — 2,671
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Salaries,
allowances Provident

and benefits fund Total
Fees in kind contributions remuneration
HK$’000 HK$°000 HK$’000 HK$’000

Year ended 31 December 2014
KHABRAT — — — —
LI DEFU — 1,041 — 1,041
GINZBURG MARK — 812 — 812
SHVALYUK — 560 — 560
LU JUNHUA — 709 — 709
ZHANG QIKUN — 78 — 78
SHI CHONGQING — — — —
ANTONOV — — — —
KOTOV — — — —
JI XINGMIN — — — —
XU JIMENG — — — —
— 3,200 — 3,200

Salaries,
allowances Provident

and benefits fund Total
Fees in kind contributions remuneration
HK$’000 HK$’000 HK$’000 HK$’000

Year ended 31 December 2013
KHABRAT — — — —
LI DEFU — 752 — 752
GINZBURG MARK — 348 — 348
SHVALYUK — 638 — 638
LU JUNHUA — 537 — 537
ZHANG QIKUN — 76 — 76
SHI CHONGQING — — — —
ANTONOV — — — —
KOTOV — — — —
JI XINGMIN — — — —
XU JIMENG — — — —
— 2,351 — 2,351

(b) Five highest paid individuals

Of the five individuals with highest emoluments, 4, 3, 3, 2 and 1 were directors of the Target
Group for the year ended 31 December 2013, 2014 and 2015 and six months ended 30 June 2015 and
2016 respectively whose emoluments are disclosed in Note 13(a). The emoluments in respect of the
remaining 1, 2, 2, 3 and 4 individual other than directors are as follows:

For the For the For the Six months Six months
year ended year ended year ended ended ended
31 December 31 December 31 December 30 June 30 June
2013 2014 2015 2015 2016
HK$’000 HK$’000 HKS$’000 HKS$’000 HKS$’000

(Unaudited)

Salaries, allowances and

benefit in kind 484 1,353 1,376 956 1,272
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The emoluments of the above individuals exclude directors with the highest emoluments are
within the following salaries band:

Number of individuals

For the For the For the Six months Six months

year ended year ended year ended ended ended

31 December 31 December 31 December 30 June 30 June

2013 2014 2015 2015 2016

Nil to HK$1,000,000 1 2 2 3 4
HK$1,000,000 to

HK$2,000,000 — — — — —

1 2 2 3 4

During the years ended 31 December 2013, 2014 and 2015 and the period ended 30 June 2016,
no emoluments were paid by the Group to any of the directors of the Company and the five highest
paid individuals as an inducement to join or upon joining the Group, or as compensation for loss of
office. There was no director of the Company and the five highest paid individuals agreed to waive or
waived any emoluments during the years ended 31 December 2013, 2014 and 2015 and the period
ended 30 June 2016.

14. DIVIDEND

The directors of the Target Group do not recommend the payment of any dividend in respect of the
Relevant Periods.

15. LAND USE RIGHT

The Target Group’s interests in land use rights represent prepaid operating lease payments and their net
carrying values are analysed as follows:

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$°000 HK$’000

In the PRC, held on:
Medium term leases 69,385 65,960 59,629 56,926
Current assets 3,038 3,019 2,860 2,797
Non-current assets 66,347 62,941 56,769 54,129
69,385 65,960 59,629 56,926

Notes:

(i)  As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, land use rights with
a carrying amount of approximately HK$67,809,000, HK$64,455,000, HK$58,260,000 and
HK$55,615,000 have been pledged to secure bank borrowings (Note 24).

(ii) During the years ended 31 December 2013, 2014 and 2015 and for the period ended 30 June
2016, due to the suspension of production and the declining performance of the fertilizer
business, the Target Group carried out an impairment testing on the land use right. The
recoverable amounts of the land use right was its fair value less costs of disposal categorized
under level 3 measurement which has been determined with the market approach.
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16. PROPERTY, PLANT AND EQUIPMENT

Fixture & Leasehold
office  Plant and Motor land & Construction
equipment machinery vehicles  buildings  in-progress Total
HK$°000 HK$’000 HK$°000 HK$’000 HK$’000 HK$°000
Cost

As at 1 January 2013 13,589 1,073,384 29,959 416,609 16,076 1,549,617
Additions 955 14,864 13,514 4,261 33,679 67,273
Transfers 7 27,685 — 21,051 (48,743) —
Disposals/written off (3,661) (49,828) (14,187) (3,624) — (71,300)
Exchange realignment 419 35,887 995 14,258 336 51,895

As at 31 December 2013
and 1 January 2014 11,309 1,101,992 30,281 452,555 1,348 1,597,485
Additions 5,657 22,351 5,478 5,212 57,754 96,452
Transfers — 9,275 — 344 (9,619) —
Disposals/written off (372) (6,850) (992) (14) — (8,228)
Exchange realignment (71) (6,650) (184) (2,729) (30) (9,664)

As at 31 December 2014
and 1 January 2015 16,523 1,120,118 34,583 455,368 49,453 1,676,045
Additions 5,026 29,529 1,907 5,311 84,151 125,924
Transfers — 54,632 — 5,153 (59.785) —
Disposals/written off (806) (10,022) (2,550) (1,152) — (14,530)
Exchange realignment (1,039) (62,104) (1,802) (24,427) (3,286) (92,658)

As at 31 December 2015
and 1 January 2016 19,704 1,132,153 32,138 440,253 70,533 1,694,781
Additions 516 8,488 — 4,154 7,686 20,844
Transfers — — — 70 (70) —
Disposals/written off (87) (25,598) (1,619) — — (27,304)
Exchange realignment (440) (24,595) (678) (9,751) (1,519) (36,983)
As at 30 June 2016 19,693 1,090,448 29,841 434,726 76,630 1,651,338
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Accumulated
depreciation and
impairment

As at 1 January 2013

Charge for the year

Disposals

Impairment

Exchange realignment

As at 31 December 2013
and 1 January 2014

Charge for the year

Disposals

Impairment

Exchange realignment

As at 31 December 2014
and 1 January 2015

Charge for the year

Disposals

Impairment

Exchange realignment

As at 31 December 2015
and 1 January 2016

Charge for the year

Disposals

Impairment

Exchange realignment

As at 30 June 2016

Net carrying values
As at 30 June 2016

As at 31 December 2015

As at 31 December 2014

As at 31 December 2013

Fixture & Leasehold

office  Plant and Motor land & Construction
equipment machinery vehicles  buildings  in-progress Total
HK$°000 HK$’000 HK$°000 HK$’000 HK$’000 HK$’000
10,816 667,381 16,726 126,701 — 821,624
418 58,388 2,538 13,228 — 74,572
(3,258) (31,966) (10,879) (1,006) — (47,109)
776 156,927 2,413 41,022 75 201,213
335 24,834 481 4,962 — 30,612
9,087 875,564 11,279 184,907 75 1,080,912
639 36,213 2,346 18,687 — 57,885
(327) (4,657) (802) — — (5,786)
34 2,303 — 157 3,227 5,721
(55) (5,290) (69) (1,123) — (6,537)
9,378 904,133 12,754 202,628 3,302 1,132,195
1,773 22,733 2,609 15,115 — 42,230
(562) (443) (2,014) (20) — (3,039)
147 — — — 2,867 3,014
(549) (48,650) (697) (11,301) — (61,197)
10,187 877,773 12,652 206,422 6,169 1,113,203
1,090 4,872 1,135 8,976 — 16,073
(78) (20,705) (1,046) — — (21,829)
1 17,045 — 6,750 1,558 25,354
(241) (19,318) (280) (4,809) — (24,648)
10,959 859,667 12,461 217,339 7,727 1,108,153
8,734 230,781 17,380 217,387 68,903 543,185
9,517 254,380 19,486 233,831 64,364 581,578
7,145 215,985 21,829 252,740 46,151 543,850
2,222 226,428 19,002 267,648 1,273 516,573

The cost of plant and machinery for the production of fertilisers is depreciated on the straight-line basis
over the estimated useful lives of the assets. Management estimates the useful lives of the production lines to
be within 8 to 15 years. Changes in the expected level of usage and technological developments could impact
the economic useful lives of the plant and machinery and therefore depreciation charges could be changed in
line with revisions to the expected economic useful lives.
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()

(i)

As at 31 December 2013, 2014, 2015 and period ended 30 June 2016, property, plant and
equipment with carrying amounts of approximately HK$262,662,000, HK$256,083,000,
HK$250,251,000 and HK$276,369,000 respectively have been pledged to secure bank
borrowings (Note 24).

As the result of the suspension of production and the declining performance of the fertilizer
business during the year ended 31 December 2013, 2014 and 2015 and the period ended 30 June
2016, the Target Group considered these were indications for impairment of the property, plant
and equipment. Target Group considered these were indications for impairment of the property,
plant and equipment. The Target Group carried out an impairment testing on the property, plant
and equipment of the fertilizer segment.

The Target Group assessed the recoverable amounts of these property, plant and equipment as at
31 December 2013, 2014, 2015 and 30 June 2016 which their carrying amounts was written down
to their recoverable amounts of approximately HK$516,573,000, HK$543,850,000,
HK$581,578,000 and HK$543,185,000 respectively. An impairment loss of approximately
HK$201,213,000, HK$5,721,000, HK$3,014,000 and HK$25,354,000 was recognised to the
consolidated statement of profit or loss and other comprehensive income.

The recoverable amounts of the property, plant and equipment was its fair value less cost to
disposal categorized under level 3 measurement which has been determined with the combination
of both market approach and cost approach.

In the market approach, the fair value of property, plant and equipment is estimated through
analysis of recent sales of comparable items of property, plant and equipment with adjustments
made to the indicated market price to reflect condition and utility of the assets valued relative to
the market comparable.

In the cost approach, the fair value of property, plant and equipment is estimated through analysis
of the costs to reproduce or replace in new conditions of an asset in accordance with the market
prices of similar assets, with allowance for accrued depreciation, taking into consideration past
and present maintenance policy and rebuilding history if any.
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17.

INTANGIBLE ASSETS

Cost

As at 1 January 2013
Additions

Exchange realignment

As at 31 December 2013 and 1 January 2014
Additions
Exchange realignment

As at 31 December 2014 and 1 January 2015
Additions
Exchange realignment

As at 31 December 2015 and 1 January 2016
Additions
Exchange realignment

As at 30 June 2016

Accumulated amortisation
As at 1 January 2013
Charge for the year
Exchange realignment

As at 31 December 2013 and 1 January 2014
Charge for the year

Exchange realignment

As at 31 December 2014 and 1 January 2015
Charge for the years

Exchange realignment

As at 31 December 2015 and 1 January 2016
Charge for the year

Exchange realignment

As at 30 June 2016

Net carrying values
As at 30 June 2016

As at 31 December 2015

As at 31 December 2014

As at 31 December 2013
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Trademark
HK$’000

11,692
1,245
424

13,361

(80)

13,281

(702)

12,579

(277)

12,302

5,651
1,297
207

7,155
1,328
43)

8,440
1,310
(499)

9,251
626
(214)

9,663

2,639

3,328

4,841

6,206
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Note:

During the years ended 31 December 2013, 2014 and 2015 and for the period ended 30 June 2016, due
to the suspension of production and the declining performance of the fertilizer business, the Target
Group carried out an impairment testing on the intangible assets. The recoverable amounts of the
intangible assets have been determined based on capitalization of the net earnings that would be
generated if a specific stream of income can be attributed to an asset or a group of assets.

18. PRINCIPAL SUBSIDIARIES

Particulars of the Group’s principal subsidiaries as at 30 June 2016 are as follow:

Place of
incorporation Principal Participation of
and operation,  activities and issued share/paid Proportion of ownership
and kind of place of up registered interest held by the Proportion of voting
Name legal entities operation capital company Directly power held
2016 2015 2014 2013 2016 2015 2014 2013
Shandong Zhongfu ~ The PRC, limited Sales of fertilizer ~Registered and 100% 100% 100% 100% 100% 100% 100% 100%
Compound liability paid up capital
Fertilizers company of 5,000,000
Company Limited
Linyi Ding Rui The PRC, limited Dormant Registered and 100% 100% 100% 100% 100% 100% 100% 100%
Construction liability paid up capital
Materials company of 5,000,000
Company Limited
Linyi City — Luo  The PRC, limited Dormant Registered and 100% 100% 100% 100% 100% 100% 100% 100%
Zhuang Qu Antai liability paid up capital
Real Estate company of 500,000
Service Company
Limited

The statutory financial statements of the Target Company were prepared in accordance with the relevant
accounting principles applicable to the Target Company in the country in which it was incorporated and/or
established. The statutory financial statements of the Target Company for the years ended 31 December 2013,
2014 and 2015 were audited by Shandong Tianhengxin Certified Public Accountants Co., Ltd (LI KIE{EH
FIR B4 & w1 il 55 ).

The statutory financial statements of the Shandong Zhongfu Compound Fertilizers Company Limited
were prepared in accordance with the relevant accounting principles applicable to the Shandong Zhongfu
Compound Fertilizers Company Limited in the country in which it was incorporated and/or established. The
statutory financial statements of the Shandong Zhongfu Compound Fertilizers Company Limited for the years
ended 31 December 2013, 2014 and 2015 were audited by Shandong Tianhengxin Certified Public
Accountants Co., Ltd (I H KIE(5A IR EAT & 51 A FE 55 HT).

The statutory financial statements of the Linyi Ding Rui Construction Materials Company Limited were
prepared in accordance with the relevant accounting principles applicable to the Linyi Ding Rui Construction
Materials Company Limited in the country in which it was incorporated and/or established. The statutory
financial statements of the Linyi Ding Rui Construction Materials Company Limited for the years ended 31
December 2013, 2014 and 2015 were audited by Shandong Tianhengxin Certified Public Accountants Co., Ltd
(LSRR AR A BRI & wt RT3 85 7).

The statutory financial statements of the Linyi City — Luo Zhuang Qu Antai Real Estate Service
Company Limited were prepared in accordance with the relevant accounting principles applicable to the Linyi
City — Luo Zhuang Qu Antai Real Estate Service Company Limited in the country in which it was
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incorporated and/or established. The statutory financial statements of the Linyi City — Luo Zhuang Qu Antai
Real Estate Service Company Limited for the years ended 31 December 2013, 2014 and 2015 were audited by

Shandong Tianhengxin Certified Public Accountants Co., Ltd (1L K185 74 B 24T & 51 Ml 5 ).

19. INVENTORIES

Raw materials
Work in progress
Finished goods

20. TRADE AND OTHER RECEIVABLES, PREPAYMENTS AND DEPOSITS

Trade receivables
Impairment

Bills receivables (note i)
Prepayments and deposits
Other receivables (note ii)

Notes:

As at As at As at As at

31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$°000 HK$’000 HK$’000
102,017 214,533 86,118 23,611
25,584 53,431 41,176 39,024
159,395 125,010 217,051 61,984
286,996 392,974 344,345 124,619

As at As at As at As at

31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$°000 HK$’000 HK$’000
113,430 86,454 142,961 37,887
(9,756) (14,396) (26,387) (24,917)
103,674 72,058 116,574 12,970

1,218 41,850 14,179 583
139,144 184,124 57,801 55,004
22,819 21,178 39,222 28,827
266,855 319,210 227,776 97,384

1. As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, bills receivables of
approximately HK$1,218,000, HK$41,850,000, HK$14,179,000 and HK$583,000 will be matured
within six months after the end of each of the Relevant Periods. All the bills receivables are

denominated in RMB.

ii. As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, other receivables
mainly comprised of value-added tax recoverable in the PRC of approximately HK$503,000,
HK$7,236,000, HK$19,404,000 and HK$76,000.

As at 31 December 2013 and 2015 and the period ended 30 June 2016, impairment of approximately
HK$11,554,000, HK$4,461,000, HK$3,588,000 and HK$9,454,000 include in of the other receivables are past
due and impaired. As at 31 December 2014 and 2015 and the period ended 30 June 2016, reversal of
impairment on other receivables are approximately HK$6,759,000, HK$1,254,000 and HK$4,049,000.
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As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, the ageing analysis of the
trade receivables after provision of impairment of the Target Group presented based on the invoice date was

as follows:
As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$’000 HK$’000
0-90 days 82,471 39,845 99,610 2,745
91-180 days 19,775 30,147 16,580 1,837
181-365 days 1,428 2,066 384 8,388
103,674 72,058 116,574 12,970

The Group allows a credit period normally not more than 90 days to its trade customers.

Impairment losses in respect of trade receivables are recorded using an allowance amount unless the
Target Group is satisfied that recovery of the amount is remote, in which case the impairment loss is written
off against trade receivable directly.

Trade receivables that were neither past due nor impaired related to a wide range of customers for
whom there was no recent history of default. Trade receivables that were past due but not impaired related to
a number of customers that have a good track record with the Target Group. Based on past experience, the
management believes that no impairment allowance is necessary in respect of these balances as there has not
been a significant change in credit quality and the balance are still considered fully recoverable. The Target
Group does not hold any collateral over these balances.

The movements in the provision for impairment of trade receivables are as follows:

2013 2014 2015 2016

HK$°000 HK$’000 HK$°000 HK$°000

At the beginning of the year 9,433 9,756 14,396 26,387
Impairment losses recognised 7 5,390 14,740 590
Reversal of impairment — (689) (1,466) (1,496)
Exchange alignment 316 (61) (1,283) (564)
At the end of the year 9,756 14,396 26,387 24,917

As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, included in the above
provision for impairment of trade receivables is a provision for individually impaired trade receivables of
HK$7,000, HK$4,701,000, HK$13,274,000 and HK$Nil with a gross carrying amount of HK$103,674,000,
HK$72,058,000, HK$116,574,000 and HK$12,970,000. The individually impaired trade receivables relate to
customers that were in default or delinquency in payments and only a portion of the receivables is expected to
be recovered.

Ageing analysis of trade receivables which are past due but not impaired:

Neither past Past due but not impaired
due nor 91-180 181-365 Over 365
Total impaired days days days
HK$’000 HK$°000 HK$°000 HK$°000 HK$°000
30 June 2016 12,970 2,745 1,837 8,388 24,917
31 December 2015 116,574 99,610 16,580 384 26,387
31 December 2014 72,058 39,845 30,147 2,066 14,396
31 December 2013 103,674 82,471 19,775 1,428 9,756
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21. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HK$’000 HK$’000 HK$’000 HK$’000

Held for trading (Note) 87,081 26,474 31,057 —

Note:

At the end of each of the Relevant Periods, the financial assets at fair value through profit or loss
represent principal and return-protected financial products issued by several financial institutions in the
PRC. These financial products were all matured within one year and were classified as current assets.

The directors of the Target Company recognised the fair value of the financial products as at the end of
Relevant Periods with reference to the discounted of expected return provided by those financial
institutions.

22. PLEDGED BANK DEPOSITS AND CASH AND CASH EQUIVALENTS
As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, deposits with banks of
approximately HK$22,732,000, HK$51,474,000, HK$134,965,000 and HK$140,058,000 have been pledged to

secure bank borrowings (Note 24).

At the end of the reporting period, cash and cash equivalents comprise of the followings were
denominated in RMB:

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HK$’000 HK$’000 HK$’000 HK$’000

Cash and cash equivalents 28,668 46,953 25,495 21,042
Pledged bank deposits 22,732 51,474 134,965 140,058
51,400 98,427 160,460 161,100

At the end of the reporting period, the weighted effective interest rate on short-term bank deposits was
0.35-0.42%; these deposits have an average maturity of less than three months.

The remittance of cash and cash equivalents denominated in RMB out of the PRC is subject to the
foreign exchange control restrictions imposed by the government of the PRC.

23. TRADE AND OTHER PAYABLES

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HK$’000 HK$°000 HK$°000 HK$’000

Trade payables 134,518 137,100 143,831 52,672
Bills payables 44,390 102,870 269,856 221,882
Receipts in advance 338,627 226,103 319,253 68,275
Accruals and other payables 127,576 94,081 112,206 254,409
645,111 560,154 845,146 597,238
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Notes:

As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, accruals and other
payables mainly comprised accrued salaries and benefit of approximately HK$34,532,000,
HK$33,055,000, HK$28,350,000 and HKS$45,777,000 and other tax payable of approximately of
HK$2,656,000, HK$3,923,000, HK$3,744,000 and HK$3,293,000.

At the end of the reporting period, the ageing analysis of trade payables of the Target Group presented
based on the invoice date was as follows:

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HKS$°000 HKS$’000 HK$’000 HK$’000

Within 90 days 33,609 51,474 46,181 29,299
91 to 180 days 32,166 33,536 23,207 8,336
181 to 365 days 16,467 5,921 15,065 8,265
Over 365 days 52,276 46,169 59,378 6,772
134,518 137,100 143,831 52,672

The average credit period on purchases of goods as at 31 December 2013, 2014 and 2015 and the

period ended 30 June 2016 is 0-90 days. The Target Group has financial risk management policies in place to
ensure that all payables are settled within the credit timeframe.

24.

BORROWINGS
As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$’000 HK$’000
Bank borrowings — secured 388,675 608,899 444,187 426,246
388,675 608,899 444,187 426,246
Borrowings:
Within one year 354,431 581,164 429,858 426,246
More than one year but not
exceeding five years 34,244 27,735 14,329 —
More than five years — — — —
388,675 608,899 444,187 426,246

All borrowings were denominated RMB.
Notes:

As at 31 December 2013, 2014 and 2015 and the period ended 30 June 2016, the borrowings with
aggregate amounts of to approximately HK$190,245,000, HK$208,009,000, HK$193,437,000 and
HK$235,895,000 respectively were secured by land use right, property, plant and equipment, and
deposits with banks of the Group (Note 15, 16 and 22). As at 31 December 2013, 2014 and 2015 and
30 June 2016, the secured borrowings of approximately HK$198,430,000, HK$350,464,000,
HK$226,869,000 and HK$190,351,000 were guaranteed by the corporate guarantee.

As at 31 December 2014 and 2015, borrowing approximately HK$50,426,000 and HK$23,881,000
granted to a subsidiary of Target Company were guarantee by the Target Group.
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The weighted average effective interest rate of bank borrowing and other borrowings as at at 31
December 2013, 2014 and 2015 and the period ended 30 June 2016 was 6.64%, 6.91%, 6.03% and
5.19%.

25. FINANCIAL GUARANTEE LIABILITIES

As at 31 December 2013, 31 December 2014, 31 December 2015 and 30 June 2016, the Target Group
has executed financial guarantees to certain banks for credit facilities granted to several independent third
parties, which amounted to approximately RMB250,000,000, RMB403,000,000, RMB312,000,000 and
RMB220,000,000 respectively was required to be paid if the guarantees were called upon in entirely.

At the end of the Relevant Periods, amounts of HK$28,672,000, HK$96,228,000, HK$70,509,000 and
HK$48,625,000 respectively has been recognized in the consolidated statement of financial position.

26. PAID-IN CAPITAL

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$°000 HK$’000 HK$’000
Registered capital:
At beginning of the year/period and
at end of the year/period 122,340 122,340 122,340 122,340
As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$°000 HK$°000 HK$’000
Paid-in capital:
At beginning of the year/period and
at end of the year/period 122,340 122,340 122,340 122,340
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27. STATEMENT OF FINANCIAL POSITION OF THE TARGET COMPANY

(a) Statement of financial position

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$°000 HK$’000 HK$’000 HKS$’000
Non-current assets
Interest in subsidiaries 13,317 13,237 12,538 12,262
Land use right 66,347 62,941 56,769 54,129
Property, plant and equipment 511,816 539,559 577,861 539,760
Intangible assets 6,206 4,841 3,328 2,639
597,686 620,578 650,496 608,790
Current assets
Trade and other receivables,
prepayments and deposits 266,475 319,204 227,770 97,776
Amounts due from subsidiaries 893 1,399 1,933 6,152
Inventories 286,892 392,861 344,237 124,529
Land use right 3,038 3,019 2,860 2,797
Financial assets at fair value through
profit and loss 87,082 26,474 31,057 —
Pledged bank deposits 22,732 51,474 134,965 140,058
Cash and cash equivalents 28,272 46,916 25,444 21,030
695,384 841,347 768,266 392,342
Current liabilities
Trade and other payables 638,128 554,108 843,236 595,794
Financial guarantee liabilities 28,672 96,228 70,509 48,625
Amounts due to subsidiaries 6,013 53,585 20,146 —
Borrowings 354,431 530,738 405,977 426,246
Dividend payable 833 828 784 766
1,028,077 1,235,487 1,340,652 1,071,431
Net current liabilities (332,693) (394,140) (572,386) (679,089)
Total assets less current liabilities 264,993 226,438 78,110 (70,299)
Non-current liabilities
Borrowings 34,244 27,735 14,329 —
Net assets/(liabilities) 230,749 198,703 63,781 (70,299)
Capital and reserves
Paid-in capital 122,340 122,340 122,340 122,340
Reserves 108,409 76,363 (58,559) (52,041)
230,749 198,703 63,781 (70,299)

The accompanying notes form an integral part of the Financial Information.

~ 11-48 —



APPENDIX II

ACCOUNTANTS’ REPORT OF HONGRI ACRON GROUP

(b)

Reserve

At 1 January 2013

Loss for the year

Exchange difference arising
from translation of
foreign operations

Total comprehensive income/
(loss) for the year

At 31 December 2013 and
1 January 2014

Loss for the year

Exchange difference arising
from translation of
foreign operations

Total comprehensive loss
for the year

At 31 December 2014 and
1 January 2015

Loss for the year

Exchange difference arising
from translation of
foreign operations

Total comprehensive loss
for the year

At 31 December 2015 and
1 January 2016

Loss for the year

Exchange difference arising
from translation of
foreign operations

Total comprehensive income/
(loss) for the year

At 30 June 2016

Share Share  Statutory Exchange Accumulated

capital  premium reserve reserve losses Total
HK$’000  HK$’000  HK$000  HK$’'000 HK$’000  HK$’000
122,340 52,481 239,681 — (30,545) 383,957
— — — — (201,810)  (201,810)

— — — 48,602 — 48,602

— — — 48,602 (201,810) _ (153,208)
122,340 52,481 239,681 48,602 (232,355) 230,749
— — — — (30,670) (30,670)

_ — — (1,376) — (1,376)

— — — (1,376) (30,670) (32,046)
122,340 52,481 239,681 47,226 (263,025) 198,703
— — — — (129,525)  (129,525)

_ — — (5,397) — (5,397)

— — — (5,397 (129,525)  (134,922)
122,340 52,481 239,681 41,829 (392,550) 63,781
— — — — (135,004)  (135,004)

— — — 924 — 924

— — — 924 (135,004)  (134,080)
122,340 52,481 239,681 42,753 (527,554) (70,299)
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28. MATERIAL RELATED PARTY TRANSACTIONS

Save as disclosed elsewhere in the Financial Information, the Target Group had entered into the
following related party transactions, which in the opinion of the directors of the Target Group, were carried
out on normal commercial terms and in the ordinary course of business.

Key management compensation for the year ended 31 December 2013, 2014 and 2015 and the period
ended 30 June 2016 was disclosed in Note 13.

The Group had the following material transactions with related parties during the year:

As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$°000 HK$’000
Sales of fertilizer to the company with
common director:
Beijing Yong Sheng Feng AMP
Co., Ltd.
(ALK R R A PR A F)) 4,926 111,172 — —
Purchase of fertilizer to the company
with common director:
Beijing Yong Sheng Feng AMP
Co., Ltd. 1,892 4,317 — —
Note: KHABRAT is the sole director of Beijing Yong Sheng Feng AMP Co., Ltd..
29. COMMITMENT
(a) Capital commitment
As at As at As at As at
31 December 31 December 31 December 30 June
2013 2014 2015 2016
HK$’000 HK$’000 HK$’000 HK$°000
Capital expenditure in respect of
construction in progress
contract for but not provided
in the financial information 1,661 5,873 10,051 9,706
(b) Operating lease commitment

The Target Group as Lessee

As at 31 December 2013, 2014 and 2015 and 30 June 2016, the Target Group had
outstanding commitments payable under non-cancellable operating leases in respect of properties

rented which fall due as follows:

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HK$’000 HK$’000 HK$’000 HK$’000

Within one year — — 155 157
In the second to fifth

years inclusive — — 149 —

— — 304 157
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The Target Group as Lessor

As at 31 December 2013, 2014 and 2015 and 30 June 2016, the Target Group had
outstanding commitments receivable under non-cancellable operating leases in respect of
properties rented which fall due as follows:

As at As at As at As at

31 December 31 December 31 December 30 June

2013 2014 2015 2016

HK$°000 HK$°000 HK$’000 HK$’000

Within one year — 19 115 71
In the second to fifth

years inclusive — — — —

— 19 115 71

30. SUBSEQUENT EVENTS

Save as disclosed elsewhere in the Circular, the following events took place subsequent to 30 June
2016:

On 7 September 2016, the Target Group has renewed the pollutants discharge permit, which is issued
by Linyi City Environmental Protection Department (F T 17 BR 35 (R 7 J5)).

31. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by the Target Group in respect of any period
subsequent to 30 June 2016.

Yours faithfully
HLB Hodgson Impey Cheng Limited
Certified Public Accountants
Wong Sze Wai, Basilia
Practising Certificate number: P05806
Hong Kong
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The information set out in this appendix does not form part of the accountants’ report
prepared by the reporting accountants of our Company, HLB Hodgson Impey Cheng Limited,
set out in Appendix Il “Accountants’ Report on the Target Group’ to this circular and is
included herein for information only.

31/F, Gloucester Tower

HLB B o6 E 5 A A G The Landmark
Hodgson Impey Cheng Limited 11 Pedder Street
o pey 9 Central
Hong Kong

27 September 2016

The Board of Directors

Century Sunshine Group Holdings Limited
Unit 3907, 39/F, Cosco Tower,

183 Queen’s Road Central,

Hong Kong

Dear Sirs,

Independent Reporting Accountants’ Assurance Report on the Compilation of Pro Forma
Financial Information included in an investment circular

To the Directors of Century Sunshine Group Holdings Limited

We have completed our assurance engagement to report on the compilation of pro forma
financial information of Century Sunshine Group Holdings Limited (the “Company”) and its
subsidiaries (hereinafter collectively referred to as the “Group”) together with Shandong
Hongri Acron Chemical Joint Stock Company, Ltd (the “Target Company”) and its
subsidiaries (the “Target Group”) by the directors of the Company (the “Directors”) for
illustrative purposes only. The pro forma financial information consists of the unaudited pro
forma consolidated statement of assets and liabilities as at 30 June 2016 and related notes as
set out on pages III-5 to III-8 of the circular dated 27 September 2016 (the “Circular”) issued
by the Company (the “Pro Forma Financial Information”) in connection with the proposed
acquisition of 50.5% of the issued share capital of the Target Company by a wholly-owned
subsidiary of the Company (the “Proposed Acquisition”). The applicable criteria on the basis
of which the Directors have compiled the Pro Forma Financial Information are described in
Appendix III to the Circular.

The Pro Forma Financial Information has been compiled by the Directors to illustrate the
impact of the Proposed Acquisition on the Group’s assets and liabilities as at 30 June 2016 as
if the Proposed Acquisition had taken place on 30 June 2016. As part of this process,
information about the Group’s assets and liabilities has been extracted by the Directors from
the Group’s financial statements for the year ended 30 June 2016, on which no audit or review
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report has been published. Information about the Target Group’s assets and liabilities have
been extracted by the Directors from the Target Group’s financial information as at 30 June
2016, on which an accountants’ report has been published in Appendix II to the Circular.

Directors’ responsibility for the Pro Forma Financial Information

The Directors are responsible for compiling the Pro Forma Financial Information in
accordance with paragraph 4.29 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) and with reference to Accounting
Guideline (“AG”) 7 “Preparation of Pro Forma Financial Information for Inclusion in
Investment Circulars™ issued by the Hong Kong Institute of Certified Public Accountants (the
“HKICPA”).

Our Independence and quality control

We have complied with the independence and other ethical requirements of the Code of
Ethics for professional Accountants issued by the HKICPA, which is founded on fundamental
principles of integrity, objectivity, professional competence and due care, confidentiality and
professional behavior.

The firm applies Hong Kong Standard on Quality Control “1 Quality Control for Firms
that Perform Audits and Reviews of Financial Statements, and Other Assurance and Related
Services Engagements”, and accordingly maintains a comprehensive system of quality control
including documented policies and procedures regarding compliance with ethical requirements,
professional standards and applicable legal and regulatory requirements.

Reporting Accountants’ Responsibilities

Our responsibility is to express an opinion, as required by paragraph 4.29(7) of the
Listing Rules, on the Pro Forma Financial Information and to report our opinion to you. We do
not accept any responsibility for any reports previously given by us on any financial
information used in the compilation of the Pro Forma Financial Information beyond that owed
to those to whom those reports were addressed by us at the dates of their issue.

We conducted our engagement in accordance with Hong Kong Standard on Assurance
Engagements 3420 ‘“Assurance Engagements to Report on the Compilation of Pro Forma
Financial Information Included in a Prospectus” issued by the HKICPA. This standard requires
that the reporting accountants plan and perform procedures to obtain reasonable assurance
about whether the Directors have compiled the Pro Forma Financial Information in accordance
with paragraph 4.29 of the Listing Rules and with reference to AG7 issued by the HKICPA.

For purposes of this engagement, we are not responsible for updating or reissuing any
reports or opinions on any historical financial information used in compiling the Pro Forma
Financial Information, nor have we, in the course of this engagement, performed an audit or
review of the financial information used in compiling the Pro Forma Financial Information.
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The purpose of the pro forma financial information included in an investment circular is
solely to illustrate the impact of a significant event or transaction on unadjusted financial
information of the Group as if the event had occurred or the transaction had been undertaken at
an earlier date selected for purposes of the illustration. Accordingly, we do not provide any
assurance that the actual outcome of the Proposed Acquisition would have been as presented.

A reasonable assurance engagement to report on whether the pro forma financial
information has been properly compiled on the basis of the applicable criteria involves
performing procedures to assess whether the applicable criteria used by the directors in the
compilation of the pro forma financial information provide a reasonable basis for presenting
the significant effects directly attributable to the event or transaction, and to obtain sufficient
appropriate evidence about whether:

e  The related pro forma adjustments give appropriate effect to those criteria; and

e The pro forma financial information reflects the proper application of those
adjustments to the unadjusted financial information.

The procedures selected depend on the reporting accountants’ judgement, having regard to
the reporting accountants’ understanding of the nature of the Group, the event or transaction in
respect of which the pro forma financial information has been compiled, and other relevant
engagement circumstances.

The engagement also involves evaluating the overall presentation of the pro forma
financial information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Opinion
In our opinion:
(a) the Pro Forma Financial Information has been properly compiled on the basis stated;
(b) such basis is consistent with the accounting policies of the Group; and

(c) the adjustments are appropriate for the purpose of the Pro Forma Financial
Information as disclosed pursuant to paragraph 4.29(1) of the Listing Rules.

Yours faithfully,

HLB Hodgson Impey Cheng Limited
Wong Sze Wai, Basilia
Practising Certificate Number: PO5806
Certified Public Accountants
Hong Kong
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UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE ENLARGED
GROUP

(1) Introduction

The following is an illustrative unaudited pro forma consolidated statement of assets
and liabilities of the Enlarged Group as at 30 June 2016 (the “Unaudited Pro Forma
Financial Information”) which has been prepared on the basis of the notes set forth
below for the purpose of illustrating the effects of the proposed acquisition of the entire
issued share capital of the Target Company (the “Proposed Acquisition”), as if the
Proposed Acquisition had been completed on 30 June 2016.

The Unaudited Pro Forma Financial Information has been prepared by the Directors
for illustrative purposes only, based on their judgements, estimations and assumptions,
and because of its hypothetical nature, it may not give a true picture of the assets and
liabilities of the Enlarged Group had the Proposed Acquisition been completed on 30 June
2016 or any future date.

The Unaudited Pro Forma Financial Information has been prepared based on the
unaudited condensed consolidated statement of financial position of the Group as at 30
June 2016 included in the published 2016 interim report of the Company dated on 31
August 2016 and the audited consolidated statement of financial position of the Target
Group as at 30 June 2016 as set out in the Accountants’ Report in Appendix II to this
circular after giving effect to the unaudited pro forma adjustments as described in the
accompanying notes.

The Unaudited Pro Forma Financial Information should be read in conjunction with
other financial information included elsewhere in this circular.
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(2) Unaudited Pro Forma Consolidated Statement of Assets and Liabilities of the

Enlarged Group

Non-current assets

Land use rights

Property, plant and
equipment

Investment properties

Goodwill

Intangible assets

Mining right

Payment for acquisition of
patents

Deposit for acquisition of
property, plant and
equipment

Investments in joint ventures

Investment in associate

Available-for-sale
investments

Current assets

Available-for-sale
investments

Inventories

Land use rights

Trade and other receivables,
prepayments and deposits

Income tax recoverable

Investments held for trading

Derivatives financial assets

Amounts due from a joint
venture

Pledged bank deposits

Bank and cash balances

The Group The Target

as at  Group as at
30 June 2016 30 June 2016 Sub-total
HK$’000 HK$’000 HK$°000

(Note 1) (Note 2)
205,487 54,129 259,616
1,807,801 543,185 2,350,986
120,911 — 120,911
197,144 — 197,144
1,550 2,639 4,189
493,935 — 493,935
52,417 — 52,417
62,576 — 62,576
4,976 — 4,976
18 — 18
87,887 — 87,887
3,034,702 599,953 3,634,655
8,537 — 8,537
245,993 124,619 370,612
5,116 2,797 7,913
590,786 97,384 688,170
1,786 — 1,786
10,899 — 10,899
295 — 295
— 140,058 140,058
1,803,651 21,042 1,824,693
2,667,063 385,900 3,052,963
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Unaudited
pro forma
total for the
Enlarged
Group as at

Pro forma adjustment 30 June 2016

HK$000
(Note 3)

34,189

327,822

HK$°000 HK$°000
(Note 4)

— 293,805

— 2,350,986
— 120,911
— 197,144
— 332,011
— 493,935

— 52,417

— 62,576
— 4,976
— 18

— 87,887

3,996,666

— 8,537
— 370,612
— 9,680

— 688,170
— 1,786
— 10,899

— 295
— 140,058
(7,324) 1,817,369
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Unaudited
pro forma
total for the
The Group The Target Enlarged
as at  Group as at Group as at
30 June 2016 30 June 2016 Sub-total ~ Pro forma adjustment 30 June 2016
HK$'000 HK$’000 HK$’000 HK$'000 HK$'000 HK$’000
(Note 1) (Note 2) (Note 3) (Note 4)
Current liabilities
Trade and other payables 524,130 597,238 1,121,368 — — 1,121,368
Financial guarantee liabilities — 48,625 48,625 — — 48,625
Dividend payable — 766 766 — — 766
Income tax payable 50,330 — 50,330 — — 50,330
Borrowings 296,936 426,246 723,182 — — 723,182
Convertible bonds — — — — — —
871,396 1,072,875 1,944,271 1,944,271
Net current assets/
(liabilities) 1,795,667 (686,975) 1,108,692 1,103,135
Total assets less current
liabilities 4,830,369 (87,022) 4,743,347 5,099,801
Less: Non-current liabilities
Derivative financial liabilities 2,180 — 2,180 — — 2,180
Deferred revenue 67,885 — 67,885 — — 67,885
Borrowings 1,496,710 — 1,496,710 — — 1,496,710
Deferred tax liabilities 112,265 — 112,265 90,944 — 203,209
1,679,040 — 1,679,040 1,769,984
NET ASSETS/
(LIABILITIES) 3,151,329 (87,022) 3,063,307 3,329,817
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(3) Notes to the Unaudited Pro Forma Financial Information of the Enlarged Group

1.

The balances are extracted from the unaudited condensed consolidated statement of financial
position of the Group as at 30 June 2016 as set out in the published interim report of the Group
for the six months ended 30 June 2016.

The balances are extracted from the consolidated statement of financial position of the Target
Group as at 30 June 2016 as set out in the accountants’ report of the Target Group in Appendix 1I
to this circular.

Upon the completion of the Proposed Acquisition, the identifiable assets and liabilities of the
Target Group will be accounted for in the consolidated financial statements of the Enlarged Group
at their fair values under the acquisition method in accordance with Hong Kong Financial
Reporting Standard 3 Business Combinations issued by the HKICPA. The gain from bargain
purchase arising from the Proposed Acquisition is calculated as follows:

Notes HKS$°000
Cash consideration (i) —
Less: Fair value of the net liabilities acquired (ii) (93,835)
Gain from bargain purchase arising from the Proposed Acquisition (iii) (93,835)

Notes:

(1) In accordance with the Acquisition Agreement (as defined in this circular), the cash
consideration for the Proposed Acquisition is US$1 (equivalent to approximately HK$7.76).

(ii)  The Directors have determined that the fair values of the identifiable assets and liabilities
(other than land use right and intangible assets) of the Target Group approximate their
carrying amounts as at 30 June 2016. The fair values of land use right and intangible assets
as at 30 June 2016 are assumed by the Directors to be HK$92,882,000 and
HK$330,461,000, which represents the aggregation of RMB362,512,000 (equivalent to
approximately HK$423,343,000) with reference to the preliminary valuation as at 30 June
2016 (the “Valuation”) performed by an independent valuer. The fair values of the
identifiable assets and liabilities of the Target Group are reconciled as follows:

HK$°000

Net liabilities of the Target Group as at 30 June 2016 (87,022)
Fair value adjustment on land use right 35,956
Fair value adjustment on intangible assets 327,822
Less: Deferred tax liabilities on fair value adjustment (90,944)
Total identifiable net assets at fair value 185,812
Non-controlling interests (91,977)
93,835

The difference between the carrying amount of the revalued land use right and intangible
assets and its tax base is a temporary difference and gives rises to the deferred tax liability,
base on the PRC profit tax rate (25%).
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(iii)

For the purpose of the Unaudited Pro Forma Financial Information of the Enlarged Group,
fair values of net assets of the Target Group of HK$93,835,000 and cash consideration of
USS$1 were used to determine the gain from bargain purchase of the Proposed Acquisition.
Upon completion of the Proposed Acquisition, the fair values of the net assets of the Target
Group and of Consideration as at the date of completion will be used to determine the
actual amount of gain from bargain purchase of the Proposed Acquisition. Such actual
amount may be different for the amount presented herein and such difference may be
significant.

The Directors confirm that consistent policies and assumptions have been applied for the
purpose of assessing impairment of goodwill under HKAS 36 Impairment of Assets, and the
Directors are not aware of any indication that an impairment of the Enlarged Group’s
goodwill is required after considering the nature, prospects, financial condition and business
risks of the Enlarged Group.

4. For the purpose of the Unaudited Pro Forma Financial Information of the Enlarged Group, the
transaction expenses, that are directly attributable to the Proposed Acquisition are estimated to be
HK$7,324,000.

5. The translation between HK$ and RMB had been made at the rate of HK$1.17 to RMBI1. No
representation is made that HK$ have been, could have been or could be converted to RMB, or
vice versa, at that rate or at any other rates or at all.

6. No other adjustment has been made to the Unaudited Pro Forma Financial Information to reflect
any trading results or other transactions of the Group and the Target Group entered into
subsequent to 30 June 2016, respectively.
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MANAGEMENT DISCUSSION AND ANALYSIS
OF HONGRI ACRON GROUP

This discussion of the financial position and results of operations of Hongri Acron and its
subsidiaries (collectively known as the “Hongri Acron Group”) is based upon and should be
read in conjunction with the accountants’ report set out in Appendix Il to this circular.

FINANCIAL INFORMATION OF THE HONGRI ACRON GROUP

Results of Operations

The following table sets forth a summary of the financial results of the Hongri Acron
Group for the years ended 31 December 2013, 2014 and 2015 and the six months ended 30

June 2015 and 2016.

Revenue
Cost of sales

Gross profit

Other income and gains

Selling and marketing
cost

Administrative expenses

Finance costs

Loss before income tax
expense
Income tax expense

Loss for the
year/period

Six months ended

Year ended 31 December 30 June
2013 2014 2015 2015 2016
HK$°000 HKS$°000 HK$°000 HK$°000 HK$’000
(Audited) (Audited) (Audited) (Unaudited) (Audited)
2,658,737 2,146,724 1,779,527 944,242 466,475
(2,378,117) (1,890,434) (1,677,325) (889,098) (449,165)
280,620 256,290 102,202 55,144 17,310
45,564 13,146 18,046 23 13,701
(77,457) (63,648) (87,497) (39,918) (21,740)
(412,065) (200,805) (127,633) (75,996) (130,262)
(39,452) (39,242) (38,648) (18,055) (14,873)
(202,790) (34,259) (133,530) (78,802) (135,864)
“4) () D — —
(202,794) (34,261) (133,531) (78,802) (135,864)
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Business
The Hongri Acron Group is principally engaged in the fertilizer business in the PRC.

Please refer to the section headed “Information on the Target Group” in the letter from
the Board contained in this circular for information on the Hongri Acron Group.

Revenue

The Hongri Acron Group’s revenue solely represents income from the sales of the Hongri
Acron Group’s proprietary fertiliser products, net of sales related taxes, in the PRC during the
three years ended 31 December 2015 and the six months ended 30 June 2015 and 2016.

Cost of Sales

Cost of sales consists primarily of direct costs of products sold which include direct raw
material costs, direct labour costs, depreciation of property, plant and equipment and
production overheads.

Gross profit

Gross profit is equal to revenue less cost of sales. Gross margin is equal to gross profit
divided by revenue. The gross profit margins of the Hongri Acron Group for the three years
ended 31 December 2013, 2014 and 2015 and the six months ended 30 June 2015 and 2016
were approximately 10.55%, 11.94%, 5.74%, 5.84% and 3.71%, respectively.

Other income and gains

Other income gains primarily include (i) interest income; (ii) sales of scrap materials; (iii)
government grant; and (iv) sundry income.

Government grant represents PRC government funding received by the Hongri Acron
Group in sponsorship of environmental protection and technical development projects and is
non-recurring in nature.

Interest income represents interest income from bank deposits.
Selling and marketing cost

Selling and marketing cost consists primarily of (i) distribution costs for fertilizers
products; (ii) expenses for conferences, exhibitions and other advertising and marketing
activities; (iii) sales commission, bonus and benefits for the sales and marketing staff of the
Hongri Acron Group; and (iv) travelling and other selling related expenses of the sales and
marketing staff.
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Administrative expenses

Administrative expenses consist primarily of (i) compensation, benefits and related
expenses for the Hongri Acron Group’s research and development, general management,
finance and administrative personnel; (ii) impairment loss on property, plant and equipment;
(ii1) fair value loss/reversal of impairment loss on financial guarantees, details of which has
been disclosed in section headed ‘“Financial Information of the Group” in the letter from the
Board contained in this circular; (iv) depreciation of property, plant and equipment used for
research and development and administrative purposes and rental expenses relating to operating
leases of the Hongri Acron Group’s trade offices in various cities of the PRC; (v) other taxes
including land use tax, property tax and stamp duty; and (vi) other expenses associated with
the Hongri Acron Group’s general administrative activities.

Finance costs
Finance costs are interest on bank borrowings.
Income tax expense

The provision for PRC Enterprise Income Tax for the Hongri Acron Group in the PRC is
based on PRC Enterprise Income Tax rate of 25% of the taxable income as determined in
accordance with the relevant income tax rules and regulations of the PRC.

Period to Period Comparison of Results of Operations
Six months ended 30 June 2016 compared against six months ended 30 June 2015
Revenue

Revenue decreased by approximately 50.60% from approximately HK$944,242,000 for
the six months ended 30 June 2015 to approximately HK$466,475,000 for the six months
ended 30 June 2016, primarily due to the temporary reduction of production capacity of Hongri
Acron in early 2016 as disclosed in the section headed “Information of Hongri Acron Group”
in the letter from the Board contained in this circular.

Cost of sales

Cost of sales decreased by approximately 49.48% from approximately HK$889,098,000
for the six months ended 30 June 2015 to approximately HK$449,165,000 for the six months
ended 30 June 2016, which was in line with the decrease in revenue for the period.

Gross profit

As a result of the forgoing, gross profit decreased by approximately 68.6% from
approximately HK$55,144,000 for the six months ended 30 June 2015 to approximately
HK$17,310,000 for the six months ended 30 June 2016. Gross profit margin was
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approximately 5.84% and approximately 3.71% for the six months ended 30 June 2015 and
2016 respectively, reflecting the impact of underutilization of production capacity during the
period.

Other income and gains

Other income and gains increased by approximately HK$13,678,000 from approximately
HK$23,000 for the six months ended 30 June 2015 to approximately HK$13,701,000 for the
six months ended 30 June 2016. The increase was primarily due to the increase in sales of
scrap materials by approximately HK$11,038,000 for the six months ended 30 June 2016.

Selling and marketing cost

Selling and marketing cost decreased by approximately 45.54% from approximately
HK$39,918,000 for the six months ended 30 June 2015 to approximately HK$21,740,000 for
the six months ended 30 June 2016, primarily due to the decrease in distribution costs
following the reduction in production capacity during the period.

Administrative expenses

Administrative expenses increased by approximately 71.4% from approximately
HK$75,996,000 for the six months ended 30 June 2015 to approximately HK$130,262,000 for
the six months ended 30 June 2016, primarily due to the increase in administrative expenses
and idle costs associated with the temporary reduction of production capacity during the six
months ended 30 June 2016.

Finance costs

Finance costs decreased by approximately HK$3,182,000 from approximately
HK$18,055,000 for the six months ended 30 June 2015 to approximately HK$14,873,000 for
the six months ended 30 June 2016, primarily due to an decrease in interest as a result of
decrease in bank borrowings as at 30 June 2016 compared to the same period in 2015.

Income tax expense

The Hongri Acron Group reported loss before tax for the six months ended 30 June 2015
and 2016 and there was no income tax expense incurred for both periods.

Loss for the Period

As a result of the foregoing, loss for the six months ended 30 June 2016 increased by
approximately HK$57,062,000 from approximately HK$78,802,000 for the six months ended
30 June 2015 to approximately HK$135,864,000 for the six months ended 30 June 2016.
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Financial year ended 31 December 2015 compared against financial year ended 31
December 2014

Revenue

Revenue decreased by approximately 17.10% from approximately HK$2,146,724,000 for
the year ended 31 December 2014 to approximately HK$1,779,527,000 for the year ended 31
December 2015, primarily due to the business interruption due to the environmental inspection
by local governments in 2015 as discussed in the section headed ‘“Information of the Hongri
Acron Group” in the letter from the Board contained in this circular.

Cost of sales

Cost of sales decreased by approximately 11.27% from approximately HK$1,890,434,000
for the year ended 31 December 2014 to approximately HK$1,677,325,000 for the year ended
31 December 2015. The decrease was primarily due to a decrease in sales as well as the
production volumes.

Gross profit

Gross profit decreased by approximately 60.12% from approximately HK$256,290,000 for
the year ended 31 December 2014 to approximately HK$102,202,000 for the year ended 31
December 2015 as a result of lower productivity. Gross profit margin was approximately
11.9% and 5.7% for the years ended 31 December 2014 and 2015 respectively.

Other income and gains

Other income and gains increased by approximately 37.27% from approximately
HK$13,146,000 for the year ended 31 December 2014 to approximately HK$18,046,000 for
the year ended 31 December 2015. The increase was primarily resulted from the increase of
gain of approximately HK$6,138,000 generated from the increased sales of scrap materials.

Selling and marketing cost

Selling and marketing cost increased by approximately 37.47% from approximately
HK$63,648,000 for the year ended 31 December 2014 to approximately HK$87,497,000 for the
year ended 31 December 2015, primarily due to the expansion of sales team in late 2014 from
an average sales staff of 168 in 2014 to an average of 284 in 2015.

Administrative expenses

Administrative expenses decreased by approximately 36.44% from approximately
HK$200,805,000 for the year ended 31 December 2014 to approximately HK$127,633,000 for
the year ended 31 December 2015, primarily due to reversal of fair value loss on corporate
guarantees of approximately HK$25,719,000 and reversal of depreciation of approximately
HK$21,798,000.
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Finance costs

Finance costs decreased slightly from approximately HK$39,242,000 for the year ended
31 December 2014 to approximately HK$38,648,000 for the year ended 31 December 2015 as
a result of decrease in bank borrowings of approximately HK$164,712,000 around the year end
of 2015.

Income tax expense

The Hongri Acron Group incurred income tax expenses of approximately HK$2,000 and
HK$1,000 for the years ended 31 December 2014 and 2015 respectively.

Loss for the year

As a result of the foregoing, loss for the year ended 31 December 2015 increased by
approximately HK$99,270,000 from approximately HK$34,261,000 for the year ended 31
December 2014 to approximately HK$133,531,000 for the year ended 31 December 2015.

Financial year ended 31 December 2014 compared against financial year ended 31
December 2013

Revenue

Revenue decreased by approximately 19.26% from approximately HK$2,658,737,000 for
year ended 31 December 2013 to approximately HK$2,146,724,000 for the year ended 31
December 2014 due to decrease in sales volume of fertilizers from approximately 834,000
tonnes in 2013 to approximately 737,000 tonnes in 2014, as well as decrease in the selling
price from approximately RMB2,500 per tonne in 2013 to approximately RMB2,200 per tonne
in 2014 following the decrease in commodity prices in 2014.

Cost of sales

Cost of sales decreased by approximately 20.51% from approximately HK$2,378,117,000
for year ended 31 December 2013 to approximately HK$1,890,434,000 for the year ended 31
December 2014, which was in line with the decrease in sales.

Gross profit

As a result of the forgoing, the gross profit decreased from approximately
HK$280,620,000 to approximately HK$256,290,000 for the year ended 31 December 2014 as
compared to the year ended 31 December 2013. Gross profit margin remained stable at
approximately 10.55% and 11.94% for the years ended 31 December 2013 and 2014
respectively.
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Other income and gains

Other income and gains decreased by approximately 71.15% from approximately
HK$45,564,000 for the year ended 31 December 2013 to approximately HK$13,146,000 for
the year ended 31 December 2014. The decrease was primarily due to (i) the decrease in sales
of scrap materials of approximately HK$31,418,000 for the year ended 31 December 2014; and
(ii) the decrease in the government grant of approximately HK$3,706,000 for the year ended 31
December 2014.

Selling and marketing cost

Selling and marketing cost decreased by approximately 17.83% from approximately
HK$77,457,000 for the year ended 31 December 2013 to approximately HK$63,648,000 for the
year ended 31 December 2014. The decrease was primarily due to the decrease in marketing
and promotion expenses from approximately HKS$22,006,000 in 2013 to approximately
HKS$17,987,000 in 2014, as well as the decrease in sales commission paid to the sales staff
due to the decrease in revenue in 2014.

Administrative expenses

Administrative expenses decreased by approximately 51.27% from approximately
HKS$412,065,000 for the year ended 31 December 2013 to approximately HK$200,805,000 for
the year ended 31 December 2014. The decrease was primarily due to the decrease in
impairment loss on property, plant and equipment to approximately HK$5,721,000 in 2014
against the impairment loss of approximately HK$201,213,000 provided for the obsolete assets
following the cessation of production of methanol by Hongri Acron in 2013.

Finance costs

Finance costs was approximately HK$39,242,000 for the year ended 31 December 2014
and no material fluctuation was noted as compared to approximately HK$39,452,000 for the
year ended 31 December 2013.

Income tax expense

The Hongri Acron Group incurred income tax expenses of approximately HK$4,000 and
HK$2,000 for the years ended 31 December 2013 and 2014 respectively.

Loss for the year

As a result of the foregoing, the Hongri Acron Group reported improved loss for the year
ended 31 December 2014.
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Certain Balance Sheet Items
Inventories

Inventories were one of the key components of the Hongri Acron Group’s current assets.
The business of the Hongri Acron Group depends on the ability to effectively manage and
control inventory levels. The level of inventories, as a percentage of its total current assets,
remained stable at approximately 41.27%, 46.78% and 44.92% as at 31 December 2013, 2014
and 2015. As at 30 June 2016, the value of inventories accounted for approximately 32.30% of
its total current assets and the decrease in inventory level as compared to that of 2015 was
mainly because of the reduction in production capacity for the six months ended 30 June 2016.

Trade and other receivables

Trade and other receivables primarily consist of trade and bills receivables, prepayments
and deposits, and other receivables.

Trade and bills receivables were related to products sold on credit and the payment was
not yet received. As at 31 December 2013, 2014 and 2015 and the six months ended 30 June
2016, the Hongri Acron Group had trade and bills receivables amounting to approximately
HK$104,892,000, HK$113,908,000, HK$130,753,000 and HK$13,553,000 respectively.

The Hongri Acron Group allows a credit period of not more than 90 days normally to its
trade customers and the Hongri Acron Group recognised impairment losses on trade receivables
of approximately HK$7,000, HK$4,701,000 and HK$13,274,000 for the years ended 31
December 2013, 2014 and 2015 respectively and recognised reversal of impairment losses of
approximately HK$906,000 for the six months ended 30 June 2016. In addition, the Hongri
Acron Group also recognised impairment losses on other trade receivables of approximately
HK$11,554,000, HK$2,366,000 and HK$5,405,000 for the years ended 31 December 2013 and
2015 and the six months ended 30 June 2016 respectively, and recognised reversal of
impairment losses of HK$2,298,000 for the year ended 31 December 2014.

The prepayments and deposit were mainly related to the amounts paid to suppliers for
goods and services. As at 31 December 2013, 2014 and 2015 and 30 June 2016, the Hongri
Acron Group had prepayments and deposits amounting to approximately HK$139,144,000,
HKS$184,124,000, HK$57,801,000 and HK$55,004,000 respectively.

Financial Guarantee Liabilities at Fair Value

Financial guarantee liabilities at fair value provided by Hongri Acron to Independent
Third Parties in the PRC was approximately HK$28,672,000, HK$96,228,000, HK$70,509,000
and HK$48,625,000 as at each of 31 December 2013, 31 December 2014, 31 December 2015
and 30 June 2016. Please refer to the section headed ‘“Financial Information of the Hongri
Acron Group” in the letter from the Board contained in this circular for details of the corporate
guarantees.
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The fair value loss recognised in respect of the corporate guarantees for each of the year
ended 31 December 2013 and 2014 was approximately HK$28,672,000 and HK$67,556,000
and the Hongri Acron Group reported a reversal of the impairment loss on corporate guarantees
of approximately HK$25,719,000 and HK$21,884,000 for the year ended 31 December 2015
and six months ended 30 June 2016 respectively.

Liquidity and Financial Resources and Capital Structure

The Hongri Acron Group financed its working capital requirements primarily through a
combination of revenue from operations and bank borrowings.

As at 31 December 2013, 2014 and 2015 and 30 June 2016, the Hongri Acron Group
bank balances and cash, including pledged bank deposits of the Hongri Acron Group were
approximately HK$51,400,000, HK$98,427,000, HK$160,460,000 and HKS$161,100,000
respectively.

The Hongri Acron Group reported net current liabilities of approximately
HK$333,678,000, HK$398,270,000, HK$579,799,000 and HK$686,975,000 as at 31 December
2013, 2014, 2015 and 30 June 2016. The current ratios (represented by current assets as a ratio
of current liabilities) of the Hongri Acron Group were approximately 0.68, 0.68, 0.57 and 0.36
as at 31 December 2013, 2014, 2015 and 30 June 2016 respectively.

Borrowings

As at 31 December 2013, 2014 and 2015 and 30 June 2016, the total amount of bank
borrowings including the borrowings within one year and more than one year but not
exceeding five years were approximately HK$388,675,000, HK$608,899,000, HK$444,187,000
and HK$426,246,000 respectively. The bank borrowings of the Hongri Acron Group are
denominated in RMB.

The weighted average effective interest rate of bank borrowings for the years ended 31
December 2013, 2014 and 2015 and the six months ended 30 June 2016 was approximately
6.64%, 6.91%, 6.03% and 5.19% respectively.

Details of bank borrowings are set out in note 24 to the accountants’ report on the Hongri
Acron Group in Appendix II to this circular.

Capital Structure

There was no change in the paid in capital of the Hongri Acron Group during the years
ended 31 December 2013, 2014 and 2015, and during the six months ended 30 June 2016
respectively.
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Gearing Ratio

The gearing ratio, represented by total liabilities as a percentage of total assets, were
approximately 82.8%, 87.2%, 96.6% and 108.8% as at 31 December 2013, 2014, 2015 and 30
June 2016 respectively.

Significant Investments, Capital Expenditures and Commitments

The additions of capital expenditures for the year ended 31 December 2013, 2014 and
2015 and for the six months ended 30 June 2016 were approximately HK$67,273,000,
HK$96,452,000, HK$125,924,000 and HK$20,844,000 respectively. The additions of capital
expenditures mainly consisted of plant and machinery as well as construction in progress. As at
31 December 2013, 2014 and 2015 and 30 June 2016, the Hongri Acron Group had capital
commitments of HK$1,661,000, HK$5,873,000, HK$10,051,000 and HK$9,706,000
respectively in respect of construction in progress contracted for but not provided in the
financial statements.

Save for the additions to property, plant and equipment and capital commitments in
respect of construction in progress, there was no other significant investment made or held by
the Hongri Acron Group during the period from 1 January 2013 to 30 June 2016. As at 31
December 2013, 2014 and 2015 and 30 June 2016, the Hongri Acron Group had no significant
capital commitments.

Material Acquisitions and Disposals

There was no major acquisition or disposal by the Hongri Acron Group during the period
from 1 January 2013 to 30 June 2016.

Employment and Remuneration Policy

The Hongri Acron Group remunerates their employees by reference to their qualification,
experience, responsibilities and the financial performance of the Hongri Acron Group and the
current market conditions. Employees of Hongri Acron Group are members of state-managed
retirement benefit schemes pursuant to relevant labour rules and regulations in the PRC. The
Hongri Acron Group is required to contribute certain percentage of applicable payroll costs to
the retirement benefit schemes to fund the benefits.

As at 31 December 2013, 2014, 2015 and 30 June 2016, the Hongri Acron Group had
approximately 2,100, 2,400, 2,200, 1,800 employees based in the PRC respectively. Staff costs
for the three years ended 31 December 2013, 2014 and 2015 and for the six months ended
2016 were approximately HK$130,443,000, HK$157,135,000, HK$152,808,000 and
HK$65,275,000 respectively, which mainly included wages and salaries, staff welfare and
contributions to various government employees benefits plans. Directors’ emoluments for the
three years ended 31 December 2013, 2014 and 2015 and for the six months ended 30 June
2015 and 2016 were approximately HK$2,351,000, HK$3,200,000, HK$2,671,000,
HK$1,257,000 and HK$1,025,000 respectively.

- IV-10 -



APPENDIX IV MANAGEMENT DISCUSSION AND ANALYSIS
OF HONGRI ACRON GROUP

Pledged Assets

The Hongri Acron Group had pledged some of its assets, mainly property, plant and
equipment, land use rights and bank deposits as security for borrowings. As at 31 December
2013, 2014 and 2015 and 30 June 2016, the Hongri Acron Group had pledged its assets in
carrying amount of approximately HK$353,203,000. HK$372,012,000, HK$443,476,000 and
HK$471,592,000 respectively.

Foreign Exchange Exposure

The Hongri Acron Group operates mainly in PRC and majority of transactions are
denominated in RMB. The Hongri Acron Group is exposed to limited foreign exchange risk as
most assets and liabilities are denominated in RMB. The Hongri Acron Group currently does
not have a foreign currency hedging policy in respect of foreign current assets and liabilities.
The Hongri Acron Group will monitor its foreign currency exposure closely and will consider
hedging significant foreign currency exposure should the need arise.

The main operations of the Hongri Acron Group were in the PRC and most of the
transactions were denominated in RMB. The Hongri Acron Group did not use any derivative
financial instruments to hedge for its foreign exchange risk exposure during the the three years
ended 31 December 2015 and for the six months ended 30 June 2016.

Contingent Liabilities

As at 31 December 2013, 2014 and 2015 and 30 June 2016, the Hongri Acron Group did
not have any reportable contingent liabilities except for those disclosed in the accountants’
report contained in Appendix II to this circular.

Prospect

The Hongri Acron Group will continue its business focusing on production and sale of
fertilizer products. For details of the business prospect of the Hongri Acron Group, please refer
to the section headed ‘“Financial and Trading Prospects of the Enlarged Group” in Appendix I
to this circular.

Future plan

The Hongri Acron Group did not have any concrete, and immediate plans for material
new investments as at the Latest Practicable Date.
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Shareholders should consider carefully all of the information set out in this circular and,
in particular, the following risk factors associated with the Target Group as well as other
information, including the financial information of the Group, financial information of the
Target Group and the unaudited pro forma financial information of the Enlarged Group set
forth in Appendices I, II and III, respectively, before making a voting decision at the EGM. If
any of the possible events described below occur, the Target Group’s business, financial
condition or results of operations could be materially and adversely affected.

RISKS RELATING TO THE BUSINESS INTERRUPTION CAUSED BY THE NON-
COMPLIANCE WITH APPLICABLE ENVIRONMENTAL REGULATIONS IN THE
INDUSTRY

The activities of the Target Group are subject to laws and regulations relating to
applicable environmental laws and regulations. In the event of non-compliance with applicable
environmental laws and regulations, the Target Group could be subject to a variety of penalties
and other administrative actions, including fines, suspension and non renewal of various
environmental permits or suspension of operations.

The production facilities of the Target Group in Linyi City, Shandong Province, the PRC
(“Linyi City”) was ordered by the local government to suspend production in March 2015 due
to the non-compliance of the environmental standard for pollutant discharge during production.
The Target Group gradually resumed full production during the period from April 2015 to
November 2015 upon the receipt of the resumption notices by the local government following
the compliance with relevant environmental standard by the Target Group.

However, there is no assurance that the Target Group will effectively prevent non-
compliance with applicable environmental laws and regulations in the future. If the production
operation is found to be non-compliant with applicable environmental laws or regulations in
the future, the Target Group may be ordered to suspend all or a portion of its operations and
may be subject to fines and other penalties, which may materially and adversely affect its
business, financial condition and results of operations.

RISK RELATING TO THE DEFAULT ON BANK LOANS GRANTED TO CERTAIN
INDEPENDENT BORROWERS UNDER THE EXISTING CORPORATE GUARANTEES
PROVIDED BY THE TARGET GROUP

As at the Latest Practicable Date, the corporate guarantees provided by the Target Group
for certain independent borrowers to banks (“Corporate Guarantees”) in the PRC amounted
to RMB180,000,000. The existing Corporate Guarantees will expire during the period from 5
November 2016 to 19 July 2017 as disclosed in the letter from the Board contained in this
circular. The Directors have no intention to renew the Corporate Guarantees upon expiry.
Following Completion, the Directors will liaise with banks as well as Huasheng and Linyi
Meilian for the release of the Corporate Guarantees to reduce the exposure of such guarantees
to the Enlarged Group.
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There is no assurance that the existing Corporate Guarantees will be released before the
current expiry dates. The Target Group could be called upon to fulfill the material payment
obligations under any Corporate Guarantees provided to the banks. Should any material default
by the borrowers occur under bank financings guaranteed by the Target Group before the
release of the relevant Corporate Guarantees, the Target Group would be called upon to make
significant payments to the banks, which could materially and adversely affect its results of
operations and financial conditions.

RISK RELATING TO THE CONSECUTIVE LOSS MAKING POSITION OF THE
TARGET GROUP AND THERE IS NO ASSURANCE THAT THE TARGET GROUP
WILL TURN AROUND ITS FINANCIAL POSITION IN THE FUTURE

During the years ended 31 December 2013, 31 December 2014 and 31 December 2015
and for the six months ended 30 June 2016, the Target Group reported loss of approximately
HK$202,794,000, HK$34,261,000, HK$133,531,000 and HK$135,864,000 respectively.

Losses for the years ended 31 December 2013 and 31 December 2014 were mainly
attributable to the assets impairment of obsolete assets invested by the Target Group prior to
2013 and the then existing Corporate Guarantees, which were non-operational and non-
recurring in nature. Disregarding such impact for the respective years, the Target Group would
have reported a profit of approximately HK$27,091,000 and HK$39,016,000 for each of year
ended 31 December 2013 and 31 December 2014.

As disclosed in the letter from the Board as contained in this circular, the production and
operation of the Target Group was adversely affected by the suspension of production in 2015
and the temporary reduction in production capacity in early 2016 and significant losses were
resulted for the years ended 31 December 2015 and for the six months ended 30 June 2016.
The Target Group has resumed 60% of its production capacity as at the Latest Practicable Date
and based on the current business plan of the Target Group, utilization of capacity of the
Target Group’s production facilities will reach 70% to 80% by the end of 2016 and 100% in
2017.

If the Target Group fails to resume the planned utilization capacity, there is no assurance
that the Target Group will be able to turn around its financial position in the future, which
could have a material adverse effect on its business, financial condition, working capital,
results of operations and prospects.

RISK RELATING RELOCATION PLAN PURSUANT TO THE NOTICE

Hongri Acron, the principal operating subsidiary of the Target Group located in Linyi
City, may be affected by the relocation plan. On 2 July 2015, F&UTThH A REBUMHFAZE (Linyi
Municipal People’s Government Office*) issued the Notice in respect of (A) the closure and
relocation of (i) chemical companies which are within the city center and did not complete the
formalities or comply with the environmental standards by the end of 2015; and (ii) chemical
companies which are not within the planned industrial area and did not comply with the
environmental, health and safety standards by the end of 2017; and (B) relocation of all
chemical companies by 2020.
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Hongri Acron was originally listed as one of the companies to be relocated in 2016 but
was later permitted to postpone its relocation, which is now scheduled to start in 2018 and to
complete by 2020 pursuant to the CEfUTH A RBUNG &A% ) (Minutes of Meeting of the
Linyi Municipal People’s Government*) dated 16 October 2015.

As disclosed in the letter from the Board of this circular, (i) Hongri Acron intends to
continue its principal operation in its current premises until and unless it has received a
Relocation Order; (ii) Hongri Acron has not yet received any Relocation Order and there is no
negotiation between the local government and Hongri Acron regarding the relocation; and (iii)
Hongri Acron is improving the environmental, health and safety standard of its production
premises and will liaise with Linyi Municipal People’s Government Office to obtain extension
of the above relocation deadline from the Notice when the relocation negotiation commences.

However, unforeseeable changes to the local government’s relocation plan as well as local
economic conditions may affect the policies carried out by the local government, which may
not necessarily have a positive effect on Hongri Acron’s operations and its relocation. The
local government may adopt additional and more stringent policies and timetable on relocation
in the future. If the Target Group fails to adapt its operations to the new policies and timetable
that may come into effect, it may disrupt the business operations and prospects or cause it to
incur additional costs, which the Target Group’s business, results of operations and financial
condition may be materially and adversely affected.
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GENERAL INFORMATION

1.

RESPONSIBILITY STATEMENT

This circular, for which the Directors collectively and individually accept full

responsibility, includes particulars given in compliance with the Listing Rules for the purpose
of giving information with regard to the Company. The Directors, having made all reasonable
enquires, confirm that to the best of their knowledge and belief, the information contained in
this circular is accurate and complete in all material respects and not misleading or deceptive,
and there are no other matters the omission of which would make any statement herein or this
circular misleading.

2.

DISCLOSURE OF INTERESTS

Directors’ and Chief Executive’s Interests and Short Positions in Shares, underlying
Shares and debentures

Save as disclosed below, as at the Latest Practicable Date, none of the Directors or
chief executive of the Company and/or any of their respective associates had any interest
or short position in the Shares, underlying Shares or debentures of the Company or any of
its associated corporations (within the meaning of Part XV of the SFO) (a) which were
required to be notified to the Company and the Stock Exchange pursuant to Divisions 7
and 8 of Part XV of the SFO (including interests and short positions which they were
taken or deemed to have under such provisions of the SFO); or (b) which were required,
pursuant to Section 352 of the SFO, to be entered in the register referred to therein; or (c)
which were required, pursuant to the Model Code for Securities Transactions by Directors
of Listed Issuers as set out in Appendix 10 to the Listing Rules, to be notified to the
Company and the Stock Exchange:

(i) Long positions in the Shares or underlying Shares of the Company and its
associated corporations

Number of
Shares which
may be allotted Total Shares

and issued upon and Approximate

Number of the exercise of Underlying percentage of

Name of Directors  Nature of interest Shares held options held Shares  interest (%)

(Note 1)

Chi Wen Fu Interest in controlled 1,341,871,364 —  1,341,871,364 29.18%
(“Mr. Chi”) corporation (Note 2)

Beneficial owner 207,240,548 25,556,580 232,797,128 5.07%

Shum Sai Chit Beneficial owner 14,666,305 11,500,461 26,166,766 0.57%

(Note 3)

Chi Bi Fen Beneficial owner 12,352,499 19,167,435 31,519,934 0.69%

Guo Mengyong Beneficial owner 2,625,000 3,833,487 6,458,487 0.14%

Kwong Ping Man Beneficial owner — 6,389,145 6,389,145 0.14%

Sheng Hong Beneficial owner 1,775,000 3,611,316 5,386,316 0.12%

Lau Chi Kit Beneficial owner — 6,389,145 6,389,145 0.14%
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Notes:

1. Based on 4,597,976,843 Shares in issue as at the Latest Practicable Date.

2. Mr. Chi, an executive Director and the chairman of the Company, was deemed to be
interested in the 1,341,871,364 Shares held by Alpha Sino International Limited (“Alpha
Sino”) by virtue of Mr. Chi’s holding of 83.74% of the issued share capital of Alpha Sino.

3. Mr. Shum Sai Chit is an executive Director.

(ii) Long positions in debentures

Name of Directors

Mr. Chi

Substantial Shareholders

Nature of interest

Beneficial Owner

Amount of

debentures held

(SGD)

2,500,000

As at the Latest Practicable Date, so far as is known to any Director or chief
executive of the Company, the following persons (other than a Director or chief executive
of the Company) had interests or short positions in the Shares or underlying shares of the
Company which would fall to be disclosed to the Company under the provisions of
Divisions 2 and 3 of Part XV of the SFO, or, who was, directly or indirectly, interested in
10% or more of the issued voting shares of any other member of the Group:

Long positions in the Shares

Name of Shareholders

Alpha Sino

International Finance Corporation

Notes:

Number of
Shares

1,341,871,364
(Note 1)

793,526,275
(Note 2)

Approximate
percentage of
interest (%)

29.11%

17.22%

1. Alpha Sino is owned as to 83.74% by Mr. Chi. Pursuant to a share mortgage agreement (“Share
Mortgage Agreement”) dated 10 July 2014, Alpha Sino had mortgaged 549,280,000 Shares
(representing approximately 12% of the issued share capital of the Company as at the Latest
Practicable Date) to International Finance Corporation (“IFC”) as security for a loan agreement
dated 30 May 2014 (as amended and restated on 7 December 2015) entered into between IFC and
Baishan City Tianan Magnesium Resources Co. Ltd, a 87.95% owned subsidiary of the Company.

2. IFC has interest in an aggregate of 793,526,275 Shares of which (a) 244,246,275 Shares are
beneficially owned by it and registered in its name; and (b) 549,280,000 Shares pursuant to the

Share Mortgage Agreement.
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Save as disclosed above, the Directors and the chief executive of the Company are

not aware that any person (other than a Director or chief executive of the Company) who,
as at the Latest Practicable Date, had an interest or short position in the Shares and
underlying shares of the Company which fall to be disclosed to the Company under the
provisions of Divisions 2 and 3 of Part XV of the SFO, or who were, directly or indirectly
interested in 10% or more of the issued voting shares of any member of the Group.

3. COMPETING BUSINESS

As at the Latest Practicable Date, to the best knowledge and belief of the Directors after
having made all reasonable enquiries, none of the Directors and their respective close
associates were considered to have any interests in businesses which competed or were likely
to compete, either directly or indirectly, with the businesses of the Group that need to be
disclosed pursuant to Rule 8.10 of the Listing Rules.

4. OTHER INTERESTS OF THE DIRECTORS

Save as disclosed in this circular and as at the Latest Practicable Date:

(a)

(b)

(0

Interests in service contracts

none of the Directors had any existing or proposed service contract with any member
of the Enlarged Group (excluding contracts expiring or which may be terminated by
the Company within one year without payment of compensation (other than statutory
compensation);

Interests in assets

none of the Directors had any interest, direct or indirect, in any asset which have
been since 31 December 2015, being the date to which the latest published audited
financial statements of the Group were made up, acquired by or disposed of or leased
to any member of the Enlarged Group or are proposed to be acquired by or disposed
of or leased to any member of the Enlarged Group; and

Interests in contracts or arrangements

none of the Directors was materially interested in any contract or arrangement
entered into with any member of the Enlarged Group, which contract or arrangement
is subsisting as at the Latest Practicable Date and which is significant in relation to
the business of the Enlarged Group taken as a whole.
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S.

LITIGATION

(a) Mr. Miao Xi Zhu against Mr. Shum Sai Chit, Mr. Chi Wen Fu, Capital Idea
and Win Union

On 15 January 2013, Capital Idea Investments Limited (“Capital Idea”, a wholly
owned subsidiary of the Company) acquired 2,180 shares of China Rare Earth Magnesium
Technology Holdings Limited (“CREMTH”, formerly known as China Magnesium
Limited) from Mr. Miao Xi Zhu (“Mr. Miao”) at a consideration of HK$32,089,382.
CREMTH is a non-wholly owned subsidiary of the Company and is currently mainly
owned as to 64.99% by Fullocean Group Limited (“Fullocean” a non-wholly owned
subsidiary of the Company), 23.28% by Capital Idea and 8.73% by Win Union Limited
(“Win Union”). Win Union is also the minority shareholder of Fullocean.

Mr. Miao considered that he was misled to enter into the transaction at an
undervalue. On 6 October 2014, Mr. Miao lodged a claim in relation to the transaction at
the High Court of Hong Kong against Mr. Shum, Mr. Chi, Capital Idea and Win Union
for the losses arising from selling shares at an undervalue. Mr. Shum, Mr. Chi and Capital
Idea considered that the allegation of Mr. Miao went against the facts seriously. Prior to
the completion of the transaction, Mr. Miao has been the second largest shareholder and
director of CREMTH with a full knowledge of its overall operation and development
plans. The consideration of the transaction was determined after over one month’s
negotiation between the parties based on the assets, liabilities and performance of
CREMTH, and thus there was no so-called sales at undervalue. To the best knowledge of
the Company, as of Latest Practicable Date, the writ of summons of the litigation has
been served on Mr. Shum, Mr. Chi, but not Capital Idea. Upon receiving the writ, Capital
Idea will seek legal advice in relation to the claim and the necessary actions to be taken
and will vigorously defend against the claim. The Company is of the view that this
litigation will not have a material adverse impact on the business operation and financial
position of the Enlarged Group. The Directors are of the opinion that no provision is
required to be made.

(b) Labour Dispute
225 (Cheng Yanting*)

On 6 July 2015, Cheng Yanting filed an application to i T i 45 B A\ 2 555 fif
HEE® (Linyi Labour and Personnel Dispute Arbitration Committee*) (“Linyi
Labour Arbitration Committee”) for the ruling of (i) termination of Cheng
Yanting’s employment with Hongri Acron and (ii) payment of employee’s
compensation by Hongri Acron to Cheng Yanting in an aggregate amount of
RMBS5,658,087.

Linyi Labour Arbitration Committee issued a ruling dated 22 September 2015,
pursuant to which, the said employment contract was terminated and Hongri Acron
shall pay a total amount of employee’s compensation of RMB1,468,100 to Cheng
Yanting.
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On 30 September 2015, Hongri Acron, as the plaintiff, filed a motion in L&
i U7 T & [ N )L BE (Shandong Province Linyi City Luozhuang District People’s
Court)* (“Luozhuang Court”) requesting for a new trial and dismissal of the
arbitration application filed by Cheng Yanting. Luozhuang Court issued a judgement
on 6 April 2016 and ordered Hongri Acron to pay a total amount of compensation of
RMB227,562 to Cheng Yanting for termination of the employment contract under the
said judgement (the “First Court Judgement (Cheng)”).

On 19 May 2016, Hongri Acron lodged an appeal in L1 3 & B U7 i A& N Rk
Bt (Shandong Linyi Intermediate People’s Court*) (“Linyi Intermediate Court”) to
demand for a new trial and revocation of the First Court Judgement (Cheng) and the
case was on appeal as at the Latest Practicable Date.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the appeal. Having taking into account the
amount involved in the latest judgment (i.e. RMB227,562), it is not expected to have
any material adverse impact on the business operation or financial position of the
Enlarged Group.

FRAE (Li Changxia*)

On 30 March 2015, Li Changxia filed an application to Linyi Labour
Arbitration Committee for the ruling of (i) termination of Li Changxia’s employment
with Hongri Acron and (ii) payment of employee’s compensation by Hongri Acron to
Li Changxia in an aggregate amount of RMB3,623,637.

Linyi Labour Arbitration Committee issued a ruling dated 29 May 2015,
pursuant to which, the said employment contract was terminated and Hongri Acron
shall pay a total amount of employee’s compensation of RMB649,936 to Li
Changxia.

On 16 July 2015, Hongri Acron, as the plaintiff, filed a motion in Luozhuang
Court requesting for a new trial and dismissal of the arbitration application filed by
Li Changxia. Luozhuang Court issued a judgement on 11 March 2016 and ordered
Hongri Acron to pay a total amount of compensation of RMB365,727 to Li Changxia
for termination of the employment contract under the said judgement (the “First
Court Judgement (Li)”).

On 11 April 2016, Hongri Acron lodged an appeal in Linyi Intermediate Court
to demand for a new trial and revocation of the First Court Judgement (Li) and the
case was on appeal as at the Latest Practicable Date.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the appeal. Having taking into account the
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amount involved in the latest judgment and to the best knowledge of the Directors
(i.e. RMB365,727), it is not expected to have any material adverse impact to the
Enlarged Group.

Z[a] 2 (Liu Xiangzhen*)

On 30 March 2015, Liu Xiangzhen filed an application to Linyi Labour
Arbitration Committee for the ruling of (i) termination of Liu Xiangzhen’s
employment with Hongri Acron and (ii) payment of employee’s compensation by
Hongri Acron to Liu Xiangzhen in an aggregate amount of RMB1,130,119.

Linyi Labour Arbitration Committee issued a ruling dated 29 May 2015,
pursuant to which, the said employment contract was terminated and Hongri Acron
shall pay a total amount of employee’s compensation of RMB409,317 to Liu
Xiangzhen.

On 14 July 2015, Hongri Acron, as the plaintiff, filed a motion in Luozhuang
Court requesting for a new trial and dismissal of the arbitration application filed by
Liu Xiangzhen. Luozhuang Court issued a judgement on 15 March 2016 and ordered
Hongri Acron to pay a total amount of compensation of RMB261,281 to Liu
Xiangzhen for termination of the employment contract under the said judgement (the
“First Court Judgement (Liu)”).

On 11 April 2016, Hongri Acron lodged an appeal to Linyi Court to demand for
a new trial and revocation of the First Court Judgement (Liu) and the case is on
appeal as at the Latest Practicable Date.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the appeal. Having taking into account the
amount involved in the latest judgment (i.e. RMB261,281), it is not expected to have
any material adverse impact on the business operation or financial position of the
Enlarged Group.

T2 4& (Qiu Jingchao*)

On 30 March 2015, Qiu Jingchao filed an application to Linyi Labour
Arbitration Committee for the ruling of (i) termination of Qiu Jingchao’s employment
with Hongri Acron and (ii) payment of employee’s compensation by Hongri Acron to
Qiu Jingchao in an aggregate amount of RMB1,670,859.

Linyi Labour Arbitration Committee issued a ruling dated 29 May 2015,
pursuant to which, the said employment contract was terminated and Hongri Acron
shall pay a total amount of employee’s compensation RMB459,743 to Qiu Jingchao.

On 16 July 2015, Hongri Acron, as the plaintiff, filed a motion in Luozhuang
Court requesting for a new trial and dismissal of the arbitration application filed by
Qiu Jingchao. Luozhuang Court issued a judgement on 14 February 2016 and
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(0

ordered Hongri Acron to pay a total amount of compensation of RMB279,492 to Qiu
Jingchao for termination of the employment contract under the said judgement (the
“First Court Judgement (Qiu)”).

On 11 April 2016, Hongri Acron lodged an appeal to Linyi Court to demand for
a new trial and revocation of the First Court Judgement (Qiu) and the case is on
appeal as at the Latest Practicable Date.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the appeal. Having taking into account the
amount involved in the latest judgment (i.e. RMB279,492), it is not expected to have
any material adverse impact on the business operation or financial position of the
Enlarged Group.

MBI~ (Lin Xianren*)

On 20 June 2016, Lin Xianren filed an application to Linyi Labour Arbitration
Committee for the ruling of (i) termination of Lin Xianren’s employment with Hongri
Acron and (ii) payment of employee’s compensation by Hongri Acron to Lin Xianren
in an aggregate amount of RMBI1,517,800 and it was pending for results of
arbitration as at the Latest Practicable Date.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the arbitration. As the outcome of this case and
the implementation of the ruling are uncertain, the impact on Hongri Acron cannot
be estimated precisely at the present time.

Hongri Acron as defendant

Contract Dispute with “FZ 877 AX#7}4T (Ping An Bank Dalian Branch*) (“Ping
An Bank Dalian’’)

On 29 August 2014, Ping An Bank Dalian, as the plaintiff, filed a lawsuit to K
A N RIEBE (Dalian Intermediate People’s Court) (“Dalian Court”) against
() 8RR 2EE AR /A A (Liaoning Tiancheng Agricultural Development
Co., Ltd.*) (“Liaoning Tiancheng”) to demand for the repayment of loan (“Loan”)
in the principal amount of RMB20,000,000 and the late interests; and (ii) the other
five defendants, including Hongri Acron in respect of the repayment obligations
under the respective guarantee agreements entered into among Ping An Bank Dalian,
Liaoning Tiancheng and each of the five defendants for the provision of guarantee in
respect of the Loan up to a maximum amount of RMB20,000,000.

On 6 March 2015, Dalian Court dismissed the plaintiff’s request against Hongri
Acron.
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On 14 April 2015, Ping An Bank Dalian filed an appeal to %% & m#k A Rk
Bt (Liaoning High People’s Court*) (“Liaoning Court”) to demand for the
confirmation of Hongri Acron’s repayment obligations under the guarantee
agreement. On 10 December 2015, Liaoning Court issued the final judgment that
Hongri Acron shall be responsible for the payment of outstanding principal and
interest of the Loan under the guarantee agreement.

In 2016, Hongri Acron submitted a request for a retrial to H#E A & A Bl f% 15
NPT (The Supreme People’s Court of The PRC) (the “Supreme Court”) in
order to revoke the judgment made by Liaoning Court and to dismiss the claim
against Hongri Acron by Ping An Bank Dalian. On 24 June 2016, the Supreme Court
dismissed Hongri Acron’s request.

As informed by the management of Hongri Acron, Hongri Acron is seeking
legal advice on the claims from Ping An Bank Dalian and it has made full provision
of approximately RMB19,231,000 (equivalent to approximately HK$22,458,000) in
respect of claims for the accounting year/period.

Contract dispute with BT BEEE T #Z A ML 7 (Linyi Shengfeng Thermal
Equipment Co., Ltd.*) (“Linyi Shengfeng’)

On 10 December 2014, Linyi Shengfeng, as the plaintiff, filed a lawsuit in
Luozhuang Court against Hongri Acron to demand for the outstanding equipment
purchase price of RMB1,021,040 and late penalty and related costs of litigation. On
16 June 2015, Luozhuang Court issued a judgment and ordered Hongri Acron to pay
the outstanding equipment purchase price of RMB1,015,415 and late penalty charges
to Linyi Shengfeng and related litigation costs of RMB18,990. Hongri Acron lodged
an appeal to Linyi Intermediate Court against the judgment. On 2 November 2015,
Linyi Intermediate Court revoked the aforesaid judgment and ordered for a new trial
in Luozhuang Court. As at the Latest Practicable Date, the civil action against
Hongri Acron was still on trial.

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the arbitration. Having taking into account the
amount involved in the latest judgment (i.e. RMB1,034,405), it is not expected to
have any material adverse impact on the business operation or financial position of
the Enlarged Group.

Contract dispute with L] RS EEfE 4 & B F AR F] (Shandong Bangsheng Agri-
Production Materials Co. Ltd.*) (“Shangdong Bangsheng”)

On 8 March 2016, Shangdong Bangsheng, as the plaintiff, filed a lawsuit in
Luozhuang Court against Hongri Acron to demand for the repayment of outstanding
trading debts of RMB1,320,000 and late penalty and related costs of litigation. The
said lawsuit is pending for trial as at the Latest Practicable Date.

- VI-8 -



APPENDIX VI GENERAL INFORMATION

(d)

To the best knowledge of the Directors and as advised by the management of
Hongri Acron, Hongri Acron believes it has grounds not to accede to the plaintiff’s
claims pending the determination of the appeal. Having taking into account the
amount involved in the latest judgment (i.e. RMB1,320,000 plus legal costs), it is not
expected to have any material adverse impact on the business operation or financial
position of the Enlarged Group.

Contract dispute with ZFEERTTIE R K 7717 (Qilu Bank Jinan Donghuan Branch*)
(“Qilu Bank™)

On 20 June 2016, Qilu Bank, as plaintiff, filed a lawsuit to Luozhuang Court
requesting the court to order (i) ERUTHEFEMEIL A RN (Linyi Yehua Company
Limited*) (“Linyi Yehua”) to immediately repay the loan in a principal amount of
RMB40,000,000 and the loan interests of RMB27,380.69 up to 3 June 2016; (ii) %
BT SR LB A R/AF (Huasheng Jiangquan Group Co. Ltd.*) (“Huasheng”) and
Hongri Acron to be responsible for the repayment obligations under the loan; and
(iii) all the defendants to be responsible for the litigation costs.

The case is pending for trial as at the Latest Practicable Date. Hongri Acorn is
seeking legal advice on the claim from Qilu Bank and will vigorously defend against
the claim. As the case is pending for the trial, the impact on Hongri Acron cannot be
estimated precisely at the present time.

Contract dispute with Eili#f KM EFEARL A (Linyi Xintiandi Ltd.*) (“Linyi
Xintiandi”)

On 27 June 2016, Linyi Xintiandi, as plaintiff, filed a arbitration to 7 7 fh#k
Z B¢ (Linyi City Arbitration Committee*) in regards to a {UT5/N&E K @A 1ER
hik) (Yimeng Community Area Joint Development Agreement*) entered into
between Hongri Acron and Linyi Xintiandi on 26 May 2016 which was terminated
by Hongri Acron on 8 June 2016.

As the case is still pending for the arbitral decision, the cost exposure of the
claims cannot be estimated precisely at the present time. As advised by Hongri
Acron, such claims are not expected to have any material adverse impact on the
business operation or financial position of Hongri Acron.

Hongri Acron as plantiff

Contract dispute case with XL X FEFH AR A (Tianyuan Construction Group
Co., Ltd) (“Tianyuan Construction’)

On 22 March 2012, Hongri Acron, as the plaintiff, filed a civil lawsuit in the
Luozhuang Court, requesting the court (i) to order Tianyuan Construction as the
defendant, to take measures to repair the damage to the roof seepage, wall cracks,
foundation subsidence, etc due to the defendant’s construction work done for the
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plaintiff, (ii) to order the defendant to pay RMB1.25 million to the plaintiff as
compensation for the losses caused to the plaintiff, and (iii) to order the defendant to
be liable for the litigation costs.

On 19 May 2014, the Luozhuang Court issued a judgement and ordered
Tianyuan Construction to pay to Hongri Acron RMB413,420 as compensation for the
repairing costs, and dismissed the plaintiff’s other claims.

On 3 July 2014, Tianyuan Construction lodged an appeal in Linyi Intermediate
Court to demand for a new trial and revocation of the first court judgement, and to
demand that the litigation costs arising from the first trial and the second trial shall
be borne by Hongri Acron.

The case is being heard in the second trial as at the Latest Practicable Date.

Contract dispute case with PG ESENL B ER AR (Liaoning Jinfeng
Agricultural Production Ltd.*, “Liaoning Jinfeng”) and Liaoning Tiancheng

On 12 May 2014, Hongri Acron, as the applicant, filed an application to Linyi
Arbitration Committee for the ruling of (i) payment of RMB 9 million as
compensation as well as interest and penalty to Hongri Acron for breach of contract
by Liaoning Jinfeng and/or Liaoning Tiancheng as the guarantor of the obligation by
Liaoning Jinfeng under the said contract; and (ii) payment of litigation cost by both
Liaoning Jinfeng and Liaoning Tiancheng.

On 28 May 2014, Hongri Acron lodged a complaint to i JT /A% 5 &0 J7
(Linyi Luozhuang Public Security*) and demanded for (i) an investigation by the
Linyi Luozhuang Public Security as to whether there are criminal liabilities of
Liaoning Jinfeng, Liaoning Tiancheng and their responsible officers in relation to the
breach of contract; and (ii) the return of advance payment of RMB 9 million and
compensation for economic losses to Hongri Acron by Liaoning Jinfeng and/or
Liaoning Tiancheng.

On 2 July 2014, Linyi Luozhuang Public Security notified F#:F- (Chen
Guiping*), the controller of both Liaoning Jinfeng and Liaoning Tiancheng that the
contract fraud case was being investigated. On 26 August 2014, Linyi Luozhuang
Public Security issued a warrant to detain Chen Guiping at EEUTHi&SFFT (Linyi
City Detention Centre*).

On 23 July 2015, Luozhuang Court issued a ruling in favour of the applicant
and ordered that (i) the property of Hongri Acron shall be preserved, and (ii) the
bank deposit of RMB10,000,000 of Liaoning Jinfeng and Liaoning Tiancheng or
assets with equivalent value shall be frozen.

As advised by the management of Hongri Acron, the case is still being
investigated by the police as at Latest Practicable Date.
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Save for the contractual dispute with Ping An Bank Dalian which results in the
provision of the claims made in the accounts of the Target Group, the Board does
not envisage that the above legal proceedings will have any material adverse impact
on the financial performance and trading position of the Enlarged Group.

Saved as disclosed above, as at the Latest Practicable Date, no member of the

Enlarged Group was engaged in any litigation, arbitration or claim of material importance,
and no litigation, arbitration or claim of material importance was known to the Directors
to be pending or threatened by or against the Enlarged Group, that would have a material
adverse effect on its business, financial condition or results of operations.

6. MATERIAL CONTRACTS

The following contracts were entered into by members of the Enlarged Group (not being a
contract entered into in the ordinary course of business) during the period of two years
immediately preceding the Latest Practicable Date and are or may be material:

(a)

(b)

(c)

(d)

the sale and purchase agreement dated 19 December 2014 entered into among
Earnmill Holdings Limited (“Earnmill”), the holding company of Group Sense prior
to completion of this aforesaid agreement as vendor, Ming Xin Developments
Limited (“Ming Xin”), an indirectly wholly-owned subsidiary of the Company as
purchaser, and Tam Wai Ho, Samson and Tam Wai Tong, Thomas, as the guarantors,
pursuant to which, Ming Xin has conditionally agreed to acquire and Earnmill has
conditionally agreed to sell an aggregate of 500,000,000 shares (represent 41.75% of
the issued share capital) of Group Sense for a total consideration of HK$229,600,000
(equivalent to HK$0.4592 per share sold);

the subscription agreement dated 19 December 2014 entered into between Group
Sense and Ming Xin in relation to the subscription of 239,532,000 new shares to be
subscribed by the Ming Xin and issued by Group Sense at HK$0.32 per share;

the loan agreement dated 19 December 2014 entered into between Get Nice
Securities Limited, an Independent Third Party, (as the lender) and the Company (as
the borrower) in relation to a standby loan facility of up to HK$284,000,000 granted
by Get Nice Securities Limited to the Company;

the guarantee agreement dated 12 January 2015 and the renewal agreement dated 10
July 2015 entered into between Hongri Acron and “V-Z$R1TERUT 71T (Ping An Bank
Linyi Branch*) (the “Ping An Bank Linyi”), a licensed financial institution in the
PRC and an Independent Third Party for the provision of the guarantee by Hongri
Acron in favour of FfUTSMERHE AR (Linyi Mengfei Commercial Company
Limited*) (“Linyi Mengfei”’), an Independent Third Party and a subsidiary of
Huasheng, in a maximum amount of RMB40,000,000 (equivalent to approximately
HK$46,800,000) in respect of a loan granted by Ping An Bank Linyi to Linyi
Mengfei for the principal amount of RMB40,000,000 (equivalent to approximately
HK$46,800,000) for the period up to 10 July 2016;
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(e)

®

(2)

(h)

)

the underwriting agreement dated 14 April 2015 entered into between the Company
and Shenyin Wanguo Capital (H.K.) Limited, an Independent Third Party (the
“Underwriter”), in relation to the underwriting arrangement in respect of the
proposed issue by way of open offer to raise not less than HK$581.25 million and
not more than HK$630.53 million by issuing not less than 1,453,119,268 shares and
not more than 1,576,335,935 shares at the subscription price of HK$0.40 per share;

the contract dated 24 July 2015 entered into between Blue Atlantic International
Limited, a subsidiary of the Company, and the People’s Government of Ruichang
City, Jiangxi Province, the PRC, in relation to the acquisition of land use rights of a
land parcel with a site area of 800 mu located at Chemical Industrial Park, Matou
Town, Ruichang to be used for the establishment of fertiliser production facilities to
further expand the production scale of the Group’s ecological fertiliser business;

the share transfer agreement dated 12 August 2015 entered into among Hong Kong
New Materials Industry Investment Company Limited ( ““75 ¥+ ki £ EH RA
F]”)(“Hong Kong New Materials”), an indirect wholly-owned subsidiary of Group
Sense, H R %E PG 8 & RPEAE B A PR /A 7] (“Gansu Tengda West Iron Resources
Holding Group Co., Ltd.”*) (“Gansu Tengda), /M &% B B 44 BR 2 A
(““Hangzhou Boiler Group Co., Ltd.”*) (“Hangzhou Boiler”) and Wang Jian Min
(E£#K), each being an Independent Third Party of Group Sense and the Company,
pursuant to which Hong Kong New Materials has conditionally agreed to acquire and
Gansu Tengda, Hangzhou Boilder and Wang Jian Min have conditionally agreed to
sell the entire equity interest in FrEEMEFEER M ARA A (Xinjiang Tengxiang
Magnesium Products Company Limited*), at a total consideration of RMB72.28
million in cash from internal resources of Group Sense;

the guarantee agreement dated 12 August 2015 entered into between Hongri Acron
and ZFEERITIE RS IR /01T (Qilu Bank, Jinan Donghuan branch*) (the “Qilu
Bank™), a licensed financial institution in the PRC and an Independent Third Party,
and for the provision of the guarantee by Hongri Acron in favour of Linyi Yehua, an
Independent Third Party and a subsidiary of Huasheng, for the maximum amount of
RMBS50,000,000 (equivalent to approximately HK$58,500,000) in respect of a loan
granted by Agricultural Bank Linyi to Linyi Yehua for a principal amount of
RMB50,000,000 (equivalent to approximately HK$58,500,000) for the period from
14 August 2015 to 3 June 2016;

the underwriting agreement dated 20 August 2015 entered into among the Company,
and Ming Xin and Earnmill as underwriters in relation to the underwriting
arrangement in respect of the proposed issue of 1,437,195,029 new Shares (the
“Offer Share(s)”) to be offered to qualifying Shareholders on the basis of one (1)
Offer Share for every one (1) Share at the issue price of HK$0.20 per Offer Share;

the guarantee agreement dated 13 November 2015 entered into between Hongri
Acron and BEJNFRE M (S H & VEBi4t (Linshu Agricultural Credit Cooperation
Union*) (the “Linshu Credit Union”), a licensed financial institution in the PRC
and an Independent Third Party, for the provision of the guarantee by Hongri Acron
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(k)

)

(m)

(n)

(0)

in favour of TR E T4 R/ F (Linyi Meilian Zhonggong Co. Ltd.*) (“Linyi
Meilian”), an Independent Third Party for the maximum amount of RMB58,500,000
(equivalent to approximately HK$68,445,000) in respect of a loan granted by Linshu
Credit Union to Linyi Meilian for a principal loan amount of RMB39,000,000
(equivalent to approximately HK$45,630,000) for the period from 13 November 2015
to 12 November 2016;

the guarantee agreement dated 19 November 2015 entered into between Hongri
Acron and Ping An Bank Linyi for the provision of the guarantee by Hongri Acron
in favour of Linyi Yehua for the maximum amount of RMB48,000,000 (equivalent to
approximately HK$56,160,000) in respect of a loan granted by Ping An Bank Linyi
to Linyi Yehua for a principal amount of RMB48,000,000 (equivalent to
approximately HK$56,160,000) for a period from 19 November 2015 to 19 May
2016;

the guarantee agreement dated 16 January 2016 entered into between Hongri Acron
and B 2 SEERAT LA AT BR /A F B UT B8 3E 5247 (Agricultural Bank of China, Linyi
Louzhuang branch*) (the ‘“Agricultural Bank Linyi”’), a licensed financial
institution in the PRC and an Independent Third Party, for the provision of the
guarantee by Hongri Acron in favour of Huasheng, an Independent Third Party for
the maximum amount of RMB41,000,000 (equivalent to approximately
HK$47,970,000) in respect of a loan granted by Agricultural Bank Linyi to
Huasheng for a principal amount of RMB41,000,000 (equivalent to approximately
HK$47,970,000) for the period from 16 January 2016 to 16 May 2016;

the guarantee agreement dated 20 March 2016 entered into between Hongri Acron
and Agricultural Bank Linyi for the provision of the guarantee by Hongri Acron in
favour of Huasheng for the maximum amount of RMBS50,000,000 (equivalent to
approximately HK$58,500,000) in respect of a loan granted by Agricultural Bank
Linyi to Huasheng for a principal amount of RMB50,000,000 (equivalent to
approximately HK$58,500,000) for the period from 20 March 2016 to 19 March
2017,

the guarantee agreement dated 6 May 2016 entered into between Hongri Acron and
Agricultural Bank Linyi and Huasheng for the provision of the guarantee by Hongri
Acron in favour of Huasheng for the maximum amount of RMB50,000,000
(equivalent to approximately HK$58,500,000) in respect of a loan granted by
Agricultural Bank Linyi to Huasheng for a principal amount of RMB50,000,000
(equivalent to approximately HK$58,500,000) for the period from 6 May 2016 to 5
November 2016; and

the Acquisition Agreement.
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7. EXPERTS AND CONSENTS

The following set out the qualifications of the experts who gave opinion or advice
contained in this circular:

Name Qualification
HLB Hodgson Impey Cheng Limited Certified public accountants

TC Capital International Limited a licensed corporation to carry out type 1
(dealing in securities) and type 6 (advising on
corporate finance) regulated activities under the
SFO

As at the Latest Practicable Date, the above experts did not have any shareholding in any
member of the Enlarged Group or any right (whether legally enforceable or not) to subscribe
for or to nominate persons to subscribe for securities in any member of the Enlarged Group.

The above experts have given and have not withdrawn their written consents to the issue
of this circular with the inclusion of their letters and references to their names in the form and
context in which they appear respectively.

As at the Latest Practicable Date, none of the above experts had any direct or indirect
interest in any assets which have been, since 31 December 2015 (being the date to which the
latest published audited accounts of the Company were made up), acquired or disposed of by,
or leased to, or are proposed to be acquired or disposed of by, or leased to, any member of the
Enlarged Group, nor were they materially interested in any contract or arrangement which was
entered into with any member of the Enlarged Group, was subsisting as at the Latest
Practicable Date and is significant in relation to the business of the Enlarged Group taken as a
whole.

8. MISCELLANEOUS

(a) The Company secretary of the Company is Mr. Luk Sai Wai Simon, a Certified
Public Accountant of the Hong Kong Institute of Certified Public Accountants and an
associate member of Institute of Chartered Accountants in England and Wales. Mr.
Luk received a Master degree in Business Administration from the University of
Strathclyde, United Kingdom.

(b) The registered office of the Company is situated at Cricket Square, Hutchins Drive,
P.O. Box 2681, Grand Cayman KY1-1111, Cayman Islands and the Company’s
principal place of business in Hong Kong is located at Unit 2605, 26th Floor,
Harbour Centre 25 Harbour Road, Wanchai, Hong Kong.

(c) The branch share registrar and transfer office of the Company in Hong Kong is
Tricor Investor Services Limited, Level 22, Hopewell Centre, 183 Queen’s Road
East, Hong Kong.
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(d)

The English text of this circular shall prevail over the Chinese text, in case of any
inconsistency.

9. DOCUMENTS AVAILABLE FOR INSPECTION

The following documents or copies will be available for inspection at our principal place
of business in Hong Kong at Unit 2605, 26th Floor, Harbour Centre 25 Harbour Road,
Wanchai, Hong Kong during the normal business hours from the date of the circular and up to
an including the date of the EGM:

(a)
(b)
(c)

(d)

(e)

®

(2)
(h)

(1)

Q)

(k)

@

the memorandum of association and bye-laws of the Company;
the Acquisition Agreement;

the material contracts referred to in the paragraph headed ‘“Material Contracts” in
this appendix;

the letter from the Independent Board Committee, the text of which is set out under
the section headed “Letter from the Independent Board Committee” of this circular;

the letter from the Independent Financial Adviser, the text of which is set out under
the section headed “Letter from the Independent Financial Adviser” of this circular;

the annual reports of the Company for the two years ended 31 December 2014 and
31 December 2015;

this interim report of the Company for the six months ended 30 June 2016;

the accountants’ report of the Target Group, the text of which is set out in Appendix
IT to this circular;

the unaudited pro forma financial information of the Enlarged Group, the text of
which is set out in Appendix III to this circular;

the written consents referred to in the paragraph headed “Experts and Consents” in
this appendix;

the circular of the Company dated 3 February 2015 in relation to, among others, the
sale and purchase of shares in Group Sense; and

this circular.
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NOTICE OF EXTRAORDINARY GENERAL MEETING

1428 ¥
eyt E B IERA RN G

CENTURY SUNSHINE GROUP HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

(Stock Code: 509)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (the “EGM”) of
Century Sunshine Group Holdings Limited (the “Company”) will be held at Unit 2605, 26th
Floor, Harbour Centre, 25 Harbour Road, Wanchai, Hong Kong on 19 October 2016
(Wednesday) at 2:30 p.m. for the purpose of considering and, if thought fit, passing with or
without modifications, the following resolutions as ordinary resolutions of the Company:

ORDINARY RESOLUTION

“THAT:

(a)

(b)

the Acquisition Agreement (as defined in the circular dated 27 September 2016
despatched to the shareholders of the Company (the “Circular”), a copy of the
Acquisition Agreement marked “A” together with a copy of the Circular marked
“B” being tabled before the meeting and initialled by the chairperson of the meeting
for the purpose of identification), the terms and the transactions contemplated under
the Acquisition Agreement, including the Acquisition (as defined in the Circular) and
the provision of Financial Assistance (as defined in the Circular) (the
“Transactions’), be and are hereby approved, confirmed and ratified; and

any one director of the Company (the “Director”) or (if affixing of seal is required)
any two Directors) be and are hereby authorised to execute all such other documents
and agreements and to do all such acts or things deemed by him to be incidental to,
ancillary to or in connection with the matters contemplated under the Acquisition
Agreement and completion of the Acquisition Agreement as he may consider
necessary, desirable or expedient to give effect to the Acquisition Agreement and the
Transactions, including, without limitation, exercising or enforcing any right under
the Acquisition Agreement and to agree to any amendments to any of the terms of
the Acquisition Agreement.”

By Order of the Board
Century Sunshine Group Holdings Limited
Chi Wen Fu

Chairman

Hong Kong, 27 September 2016
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NOTICE OF EXTRAORDINARY GENERAL MEETING

Notes:

(1)

2

(3)

“)

(5)

(6)

)

(8)

Any member of the Company entitled to attend and vote at the EGM (or any adjournment of EGM) is entitled
to appoint one proxy or more proxies (for member of the Company who is the holder of two or more shares)
to attend and vote in his or her stead. A proxy need not be a member of the Company.

In order to be valid, the form of proxy completed in accordance with the instructions set out in the form,
together with the power of attorney or other authority (if any) under which it is signed (or a certified copy of
that power or authority) must be deposited at the Company’s branch share registrar in Hong Kong, Tricor
Investor Services Limited, at Level 22, Hopewell Centre, 183 Queen’s Road East, Hong Kong not less than 48
hours before the time appointed for holding the EGM or any adjournment of EGM.

Completion and return of the proxy form will not preclude you from attending and voting in person at the
EGM or any adjournment of EGM (as the case may be) should you so wish, and in such event, the form of
proxy shall be deemed to be revoked.

In case of joint holders of any share, any one of such joint holders may vote at the EGM, either in person or
by proxy, in respect of such share as if he were solely entitled to vote at EGM, but if more than one of such
joint holders are present at the EGM in person or by proxy, then one of the said persons to present whose
name stands first on the register of members in respect of such share shall alone be entitled to vote in respect
of such share.

A form of proxy for use at the EGM is enclosed with this notice.

In compliance with the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong
Limited, the resolution to be proposed at the meeting convened by this notice will be voted on by way of poll
with Mr. Yang (as defined in the Circular), Ms. Zou Li and their respective associates abstaining from voting.

If there is a “black” rainstorm warning or a tropical cyclone warning signal number 8 or above in force at or
after 12:00 noon on date of the EGM and/or the Hong Kong Observatory has announced at or after 10:00
a.m. on date of the EGM that either of the above mentioned warnings is to be issued within the next two
hours, the EGM shall be postponed. The Company will post an announcement on the websites of the
Company and The Stock Exchange of Hong Kong Limited to notify the Shareholders of the date, time and
place of the rescheduled meeting.

The EGM will be held as scheduled when an amber or red rainstorm warning signal is in force. Shareholders
should make their own decision as to whether they would attend the EGM under bad weather conditions
bearing in mind their own situations and if they choose to do so, they are advised to exercise care and
caution.

As at the date of this notice, the directors of the Company are:

Executive Directors: Mr. Chi Wen Fu, Mr. Shum Sai Chit and Ms. Chi Bi Fen

Non-executive Director: Mr. Guo Mengyong

Independent non-executive Mr. Kwong Ping Man, Mr. Sheng Hong and Mr. Lau Chi Kit
Directors:

- EGM-2 -




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.5
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (\265L)
  /AlwaysEmbed [ true
    /CFangSongHK-Light
    /CFangSongHKS-Light
    /CGuLiHK-Bold
    /CGuLiHKS-Bold
    /CGuYinHK-Bold
    /CGuYinHKS-Bold
    /CHei2HK-Bold
    /CHei2HKS-Bold
    /CHei2HKS-Xbold
    /CHei2HK-Xbold
    /CHei3HK-Bold
    /CHei3HKS-Bold
    /CHeiHKS-UltraBold
    /CHeiHK-UltraBold
    /CJNgaiHK-Bold
    /CJNgaiHKS-Bold
    /CKanHKS-Xbold
    /CKanHK-Xbold
    /CNganKaiHK-Bold
    /CNganKaiHKS-Bold
    /CO2YuenHKS-XboldOutline
    /CO2YuenHK-XboldOutline
    /COYuenHKS-Xbold
    /COYuenHKS-XboldOutline
    /COYuenHK-Xbold
    /COYuenHK-XboldOutline
    /CPo3HK-Bold
    /CPo3HKS-Bold
    /CPoHK-Bold
    /CPoHKS-Bold
    /CSong3HK-Medium
    /CSong3HKS-Medium
    /CSuHK-Medium
    /CSuHKS-Medium
    /CWeiBeiHKS-Bold
    /CXingHK-Medium
    /CXingHKS-Medium
    /CXingKaiHK-Bold
    /CXingKaiHKS-Bold
    /CXLiHK-Medium
    /CXLiHKS-Medium
    /CXYaoHKS-Medium
    /CYuen2HKS-Light
    /CYuen2HKS-SemiBold
    /CYuen2HKS-Xbold
    /CYuenHK-SemiMedium
    /MBanquetPHK-Medium
    /MBanquetPHKS-Medium
    /MBeiHK-Bold
    /MBitmapRoundHK-Light
    /MBitmapSquareHK-Light
    /MComicHK-Medium
    /MComicHKS-Medium
    /MComputerHK-Bold
    /MComputerHKS-Bold
    /MCuteHK-Light
    /MCuteHKS-Light
    /MDynastyHKS-Xbold
    /MDynastyHK-Xbold
    /MEllanHKS-Xbold
    /MEllanHK-Xbold
    /MElleHK-Light
    /MElleHK-Medium
    /MElleHKS-Light
    /MElleHKS-Medium
    /MElleHKS-Xbold
    /MElleHK-Xbold
    /MFinanceHK-Bold
    /MFinanceHKS-Bold
    /MGentleHK-Light
    /MGentleHKS-Light
    /MGentleHKS-Xbold
    /MGentleHK-Xbold
    /MHeiHK-Bold
    /MHeiHK-Light
    /MHeiHK-Medium
    /MHeiHKS-Bold
    /MHeiHKS-Light
    /MHeiHKS-Medium
    /MHeiHKS-Xbold
    /MHeiHK-Xbold
    /MHeiSungHKS-UltraBold
    /MHeiSungHK-UltraBold
    /MHGHagoromoTHK-Light
    /MHGHagoromoTHK-Medium
    /MHGKyokashotaiTHK-Light
    /MHGReithicTHK-Light
    /MJNgaiHK-Medium
    /MJNgaiHKS-Medium
    /MKaiHK-Medium
    /MKaiHK-SemiBold
    /MKaiHKS-Medium
    /MKaiHKS-SemiBold
    /MLadyHK-Medium
    /MLadyHKS-Medium
    /MLiHK-Bold
    /MLiHKS-Bold
    /MLingWaiFHK-Light
    /MLingWaiPHK-Light
    /MMarkerHK-Bold
    /MMarkerHKS-Bold
    /MMetallicHeiHK-Bold
    /MMetallicHeiHKS-Bold
    /MNgaiHK-Bold
    /MNgaiHKS-Bold
    /MQingHuaHKS-Xbold
    /MQingHuaHK-Xbold
    /MRazorHKS-Xbold
    /MRazorHK-Xbold
    /MRockyHK-Bold
    /MRockyHKS-Bold
    /MSmartHK-Bold
    /MSmartHK-Medium
    /MSmartHKS-Bold
    /MSmartHKS-Medium
    /MStiffHeiHKS-UltraBold
    /MStiffHeiHK-UltraBold
    /MStreamHK-Bold
    /MStreamHKS-Bold
    /MSungGoldHK-Black
    /MSungGoldHKS-Black
    /MSungHK-Bold
    /MSungHK-Light
    /MSungHK-Medium
    /MSungHKS-Bold
    /MSungHKS-Light
    /MSungHKS-Medium
    /MSungHKS-Xbold
    /MSungHK-Xbold
    /MWindyHK-Bold
    /MWindyHKS-Bold
    /MYoungHeiHKS-Xbold
    /MYoungHK-Medium
    /MYoungHKS-Medium
    /MYoungHKS-Xbold
    /MYoungHK-Xbold
    /MYuenHKS-Light
    /MYuenHKS-SemiBold
    /MYuenHKS-Xbold
    /MYuppyHKS-Medium
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 2400
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 2400
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [963.780 1533.543]
>> setpagedevice




